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AlA SERVICES CORPORATION, an Idaho
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)
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a single person; JOLEE DUCLOS, a single person )
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Defendants-Counterclaimants)
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Respondents-Cross Appellants-Cross
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)
)
and
)
)
CROP USA INSURANCE AGENCY, INC.,
an Idaho corporation;
)
)
Defendant-Respondent-Cross Respondent, )
)
)
and
)
)
401(k) PROFIT SHARING PLAN FOR THE
)
AIA SERVICES CORPORATION,
)
Intervenor-Cross Appellant-Cross
)
)
Respondent.
)

REED J. TAYLOR, a single person,
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AIA SERVICES CORPORATION
Notes to Consolidated Financial statements
December 31, 1993 and 1992

NQte 1

Summary Qf SiQniiikant AccQuntinQ Policies (cQntinuedl

Income Taxes (continued) In February 1992, the Financial Accounting Standards Board issued Statement of
Financial Accounting Standards No. 109, "Accounting for Income Taxes", Statement
109 requires a change from the deferred method of accounting for income taxes.
Under the asset and liability method of statement 109, deferred tax assets and
liabilities are recognized for the future tax consequences attributable to
differences between the financial statement carrying amounts of existing assets
and liabilities and their respective tax bases.
Deferred tax assets and
liabilities are measured using enacted tax rates expected to apply to taxable
income in the years in which those temporary di fferences are expected to be
recovered or settled.
Under Statement 109, the effect on deferred tax assets and
liabilities of a change in tax rates is recognized in income in the period that
includes the enactment date.
Effective January 1, 1993, the company adopted Statement 109 and has reported the
cumulative effect of that change in the method of accounting for income taxes in
the 1993 consolidated statement of income.
Pursuant to the defe~~ed method under APE Opinion 11, which was applied in 1992
and pr ior years { defer~ed income taxes are recognized for income and expense
items that are reported in different years for financial reporting purposes and
income tax purposes using the tax rate applicable for the year· of the
calculation.
Under the deferred method, deferred taxes are not adjusted for
subsequent changes in tax rates.
Cash Equivalents Cash equivalents are comprised of cash and funds temporarily invested (with
original maturities not exceeding three months) as part of the Company's
,nanagement of day-to-day operating cash receipts and disbursements.
Reclassifications Certain amounts in the 1992 financial
conform to the 1993 presentation.
NQte 2 -

statements have been reclassified

1:0

Inyestments

The December 31, 1993{ amortized cost, market values and carrying values of
~nvestments are shown below.
Fixed maturity investments are not intended to be
sold in the normal course of business and are usually held until maturity.

A-ll
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AlA SERVICES CORPORATION
Notes to COnsolidated Financial statements
December 31 1 1993 and 1992

Note 2 -

Inyestmente (continued)

Fixed maturities
Bonds:
Government:
US Treaaury Bonds
Mortgage-backed securities
All other corporate bonda
Total fixed maturLtLea

Preferred stocks
Cornmon stocks
Mortgage loans on real estate
Real estate (net of accumulated
depreciation of $630,454)
Policy loans
Short-term investments
other invested assets

Cost

Estimated
Market
Value

$ 3,529 / 158
36,412,460

$ 3,802,429
36,146,435

lOO,OQQ

103,994

36,412,460
10Q,QQO

40,041,618

S4Q,Q52,858

40,041,618

245, 474
9 3 I 2 01
2,732,771

"",5=~2~4"",5=1,',:4=1,7,:4

245,474
101,213

"",5==1~Q::::1~,~2,,;1~3

Statement
Va)\.le

$ 3,529,158

2,732,771

21,000

1,674,717
10,825
1,920,964
21. OQQ

546[740,570

546,748,::282

1,674,717
10,825
1,920,964

At December 31, 1993 and 1992, investments with a carrying value of $4,060,807
and $2,836,701, respectively, are on deposit with certain state insurance
departments in order to meet regulatory requirements.
The amortized cost, mcuket values and carrying values of investments at December

31, 1992, were as follows:
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AlA SERVICES CORPORATION
Notes to Consolidated Financial statements
December 31, 1993 and 1992

Note 2 - Inyestments (continued}

cost
Fixed maturities
Bonds:
Government:
US Treasury Bonds
Mortgage-backed securities
Public utilities
convertible
All other corporate bonds
Total fixed maturities

Common stocks
Mortgage loans on real estate
Real estate (net of accumulated
depreciation of $567,234)
Short-term investments

Estimated
Market
value

statement
value

S 2,835,237

S 2,905,184

S 2,835,237

23,881,996
1,437,555
900,000
607,608

24,004,403
1,471,281

900 / 000
607,825

23,881,996
1 / 437,555
900 / 000
607.608

29 / 662 / 396

52::!, 6EHL 6~U

29 / 662,396

4 71 , 569
633 / 194

=3,5=~6~1~8!=,,,,,,5;:;4~3

818,543
633,194

6,626.475

1 / 766,205
6,626.475

539,159,839

539,506.3D

1,766,205

Gross unrealized gains and losses of debt securities held at December 31
and 1992, are as follows:

United States Government
and Government agencies
and authoxities
Public utilities
All other corporate bonds

GroBs
Unrealized
Losses

Gross
Unrealized
Gains

3.991

$230 / 755
34,717
3.717

S335.706

5269.182.

$331,712

1993

1992

1993

Gross
Unrealized
Gains

1

Grose
Unrealized
Losses

$(38,401)
(991)

13.500)

The amortized cost and estimated market value of debt securities at December 31 1
1993 1 by contractual maturity, are shown below.
Expected maturities may differ
from contractual maturities because borrowers may have the right to call OI
prepay obligations.
Securities not due at a single maturity date are
collateralized mortgage obligations made up of government backed securities
'.lhich have principal payments throughout the life of the investment 1 the timing
of which may vary with market conditions.
1
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AIA SERVICES CORPORATION
Notes to Consolidated Financial statements
December 31, 1993 and 1992

Note 2 - Inyestments (continued)
Amortized
CQst

Description
Due
Due
Due
Due
Not

s

one year or less
1 through 5 years
6 through 10 years
after 10 years
due at a single maturity date

$

699,424
2,929,735

701,110
3,205,313
36,]46,435

54Q,04],618
Investment income consists of the

Estimated

Market ya)\lE;

540,Q52,858

followi~g:

Bonds
Common stocks
Hortgage loans
Policy loans
Real estate
Short-term investments
other

Less investment expenses

1993

1992

$3,310,073
(427,233)
44,238
247
143,835
170,764
34,248

$6,367,928
7,546
70,722
49,933
100 / 797
207,858
35,692

3,276,172
141,980

5,840,476
473,961

53,

13~

,192

§fi,J6ti.515

Realized gains on i.nvestments were $874,869 for 1993 and $2,903,968 for 1992.
In Hay 1993, the Financial Accounting Standards Board issued Statement No. 115,
"Accounting for Certain Investments in Debt and Equity Securities".
The
statement requires investments in equity securities that have a readily
determined fair value and all investments in debt securities to be classified in
three categories based on management· s future intent with respect to the
securities.
In addition, the statement specifies the accounting treatment for
each category.
The adoption of the new statement, which will be made
prospectively for fiscal year 1994, is not expected to have a significant impact
on the Company's financial position or results from operations.
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AlA SERVICES CORPORATION
Notes to Consolidated Financial statements
December 31, 1993 and 1992

Note 3 -

P~operty

and

E~ipment

Property and equipment used by the Company consists of the following:
1993

]992

119,425
2,342,728
1,418,655

$2,560,993
1,737,843

3,880,808

2,397,OQ2

5,717,491
1.58Q,5]6

Sl,483,805

54,036,975

$

Company occupied properties
Furniture and equipment
Transportation equipment

Less accumulated depreciation

1.418,65~

Note 4 - Real Estate Under Lease AQreements
The Company leases commercial office space as lessor under various agreements
with terms ranging from one to five years.
Such leases are accounted for under
the operating method. The Company pays taxes and insurance on the buildings and
provides for their general maintenance.
The cost of real estate and its related accumulated depreciation under operating
leases at December 31, was Sl,701,550 and $541,998 in 1993 and $1,696,728 and
S485,080 in 1992.
Minimum noncancellable lease payments to be received under lease agreements in
excess of one year as of December 31, 1993, are as follows:
$

1994
1995
1996
1997
1998

33,000
5

Note 5 -

Policy Benefits and

170,380
132,040
76,560
46,980

Qtbe~

458.960

Policy Liabilities

Policy benefits and other policy liabilities at December 31 are as follows:

1993
Future policy benefits
Unpaid claims
Other policy liabilities

A-1S
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$42,090,642
11,121,023
4H,711

$39,969,739
7,354,230
711.566

553,656,376

§48,Q3§,551

6167
AIA0028516

AlA SERVICES CORPORATION
Notes to Consolidated Financia.l Statements
December 31, 1993 and 1992

Note 6 - Reinsurance
Universe and Great Fidelity are involved in both cession and assumption of
reinsurance with other companies.
Future policy benefits and unpaid clai.ms
relating to insurance ceded ($5,577,497 at December 31, 1993, and $2,779,152 at
December 31, 1992) are not provided in the Company's financial statements.
Universe and Great Fidelity would r'emain liable in the unlikely event the
reinsuring companies are unable to meet their obligations.
Ceded premiums were
$30,580,549 and 514,179,073 for 1993 and 1992, respectively.
Assumed premiums
were $8,504,909 and $6,963,685 for 1993 and 1992, respectively.

Note 7 - KQrtoaaes and Notes Payable
Mortgages and notes payable consist of the following:
1993

Mortgages on real estate - 10% to 11.75% due
1996 to 2004
Notes payable:
Bank loan - at prime plus 1%, due 1995,
collateralized by Universe stock and
certain cash balances, refinanced July 1994
Term loans - 7.75% to 8.04%, due 1999 to
2002, collateralized by equipment

S

317,694

1992

$

357,303

1,381,234

2,274,625

865,524

1.315,942

S2,564,452

S3,947,871

At December 31, 1993, prime rate was 5%. Aggregate maturities of mortgages and
notes payable over the next five years at December 31, 1993, are as follows:

S

1994
1995
1996
1997

449,494
555,946
934,094

85,155
93,290
445.473

1998
Thereafter

52,564,452

Hortgages and notes payable at December 31, 1993,
personally guaranteed by the majority stockholders.
Note 8 -

Stated

~al~e

of

$1,484,897

have been

Preferred Stock

The Company has 199,220 outstanding shares of no par, nonparticipating stated
value preferred stock (200,000 in 1992).
Pursuant to the preferred stock agreement, the holder of the preferred stock had
the right to require the COmpany to redeem the atock at any time after September
14, 1993. The right was exerci.sed by g~vLng the COmpany written notice of demand
for redemption effective December 2, 1993.
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AlA SERVICES CORPORATION
Note~

to Consolidated Financial statements
December 31, 1993 and 1992

Note 8 - Stated Value Preferred Stock (continued)
~ompany elected to redeem the preferred shares at $10 per share over a
fifteen year period with interest at 1 1/2\ below the First Interstate Bank of
Idaho, N.A., prime, adjusted quarterly. The Company redeemed 780 shares in 1993.

The

The redemption over the next five years at December 31, 1993 is as follows:
1994
1995
1996
1997
1998
Thereafter

$

83,236
91,452
96,851
102,569
108,625
1,509,467

51. 992, 2DQ

If the Company dissolves, the preferred stock has liquidating preference over
common shareholders in amounts equal to its redemption value.
The holder of the
preferred stock has the right, voting separately as a class, to elect one member
to the Board of Directors.
Note 9 - Reoulatorv Requirements and RestriktiQne
Generally, the net assets of Universe and Great Fidelity available for transfer
to the Company are limited to the amounts by which the net assets exceed minimum
capital requirements.
Dividends may be paid by Universe only from profits or surplus and requires
insurance department approval if the dividend is in excess of the greater of 10
percent of surplus o~ net gain from operations of the prior year.
Statutory
surplus of Universe available for dividends was $736,073 at December 31, 1993.
Universe had a net loss of $481,920 for the year ended December 31, 1993.
Note JO - EmDloyee Benefit Plans
Options for 12,500 shares of common stock, exercisable at $3.65 per share, were
granted at fair market value to certain corporate officers under a nonqualified
stock option plan in 1987.
In return, such officers agree to loan the Company
an amount not to exceed $90,000 in aggregate, if certain earnings targets are not
achieved over a seven-year period beginning 1987. The loans are convertible to
common stock at $3.65 per share.
None of these options have been exercised and
no loans have been made.
Effective July 1, 1998, the Company maintains a profit sharing retirement plan
with an IRS Code Section 401(k) feature covering substantially all employees who
have completed one year of service. Employee elective deferral contributions are
100% vested and Company contributions are fully vested after seven years of
participation.
The Company's contribution to the plan was $172,187 in 1993 and
$203,889 in 1992.
A-17
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AlA SERVICES CORPORATION
Notes to Consolidated Financial State~ents
Dece~er 31, 1993 and 1992

Note 10 - Employee Benefit Plans (continuedl
On December 31, 1988, the Company established an Employee Stock ownership Plan
covering employees who have completed one year of service. Employees are fully
vested after five years of participation. The Company contributed $85,268 and
$188,059 to the plan in 1993 and 1992, respectively.
On July 1, 1988, the Company adopted the Agents' stock OWnership Plan.
contributions were made to the plan in 1993 or 1992.

No

Note 11 -·Operatinq Leases
The Company leases data processing and office equipment as lessee under lease
agreements which are accounted for as operating leases. The data processing and
office equipment leases expire over the next five years. Effective January 1,
1994, the Company entered into a 15 year lease of its home office building.
In
most cases, management expects the leases to be renewed or replaced by other
leases.
Minimum lease payments required under operating leases that have initial or
remaining noncancellable lease terms in excess of one year as of December 31,
1993, are as follows:
1994
1995
1996
1997
1998
Thereafter

$

963,071
941,977
571,076
280,459
27?,830

2, 23fL SDD

Total rent expense for all operating leases was $755,277 in 1993 and $741,536 in
1992.

UQte J2 - Income

Ta~s

The provision for income taxes consists of the following:

1293
Current
Deferred
Benefit of net operating lOBS carryforward

S

Provision for income taxes

S

(8,765)
187,342

1992

S

42,169
627,268
188.Q85

S

8:i:Z,522

171,271

312,§18

A-l8
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AIA SERVICES CORPORATION
Notes to Consolidated Financial statements
December 31, 1993 and 1992

Note 12 - Income Taxes (Coot'Dued)
As discussed in Note 1, the Company adopted Statement 109 as of January 1, 1993,
and the cumulative effect of this change is reported in the 1993 consolidated
statements of income. Prior years' financial statements have not been restated
to apply the provisions of Statement 109.
Deferred income
between amounts
such amounts as
accordance with
differences" as

taxes for 1993 reflect the impact of "temporary differences"
of assets and liabili~ies for financial reporting purposes and
measured by tax laws. Temporary differences are determined in
Statement 109 and are more inclusive in nature than "timing
determined under previously applicable accounting principles.

The Company's deferred tax liabilities are primarily attributable to accounting
for policy acquisition costs, property and equipment depreciation, and unearned
commissions.
Deferred tax liabilities as of December 31, 1993 are net of
deferred tax assets of $3,280,468.
Such deferred tax assets are primarily
attributable to accounting for future policy benefits and net operating loss
carryforwards.
A valuation allowance of $765,000 has been recorded as of
December 31, 1993 and January 1, 1993 for the portion of the Company's net
operating 108S carryforward related to AlA Services Corporation.
Net operating loss carryforwards are available to offset taxable income prior to
their expiration in 2007 as follows:

AlA Services Corporation, non-life consolidated group
AlA Insurance, Inc., separate company

$2,287,000
289,QQQ
S2,576,QQQ

The Company has alternative minimum tax credit carry forwards which are available
to offset future regular taxes that are in excess of future alternative minimum
taxes as follows:
The Universe Life Insurance Company, life consolidated group

$

74,922
3,842

5

78,764

AIA Insurance, Inc., separate company
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AlA SERVICES CORPORATION
Notes to Consolidated Financial Statements
December 31, 1993 and 1992

Note 13 - Acquisitions and DispositioDS
On July 11, 1991, Universe acquired all of the outstanding stock of Great
Fidelity Life Insurance Company (Great Fidelity) 'for approximately $4 million.
The acquisition was accounted for as a purchase and, accordingly, the assets and
liabilities were recorded at their fair values at the date of acquisition. The
excess of the purchase price over the net tangible assets acquired was $7,276,000
and was allocated to identifiable intangible assets based on management's
estimates of relative fair market values at the date of acquisition.
Factors
considered in the determination of the carrying values of the identifiable
intangible assets included: 1) values of individual blocks of business and state
licenses established as a result of negotiations with the Indiana Insurance
Department; and 2) the actual purchase price of a large block of life insurance
business Great Fidelity acquired in an arms length transaction several months
prior to the acquisition date.
In October 1991, Great Fidelity sold its life insurance
consideration of $2,064,000 to another insurance company.
$678,000 of the acquisition price to the life insurance
accordance with values determined at the acquisition date

business for a total
Management allocated
block of business in
as described above.

The accompanying consolidated financial statements for 1992 have been restated
to correct an error with regard to the allocation of the excess purchase price
to the identifiable intangDDle asaets made in 1991. The acquiSition price of the
life insurance block of business sold in 1991 has been corrected to $2,060,000.
The effect of the restatement was to increase net income for 1992 by $652,225,
net of income tax of $71,000. Retained earnings at the beginning of 1992 has
been adjusted for the effects of the restatement on prior years.
In January 1992, Great Fidelity sold its Hedicare supplement insurance business
for a total consideration of $1,358,000 and recognized a gain of $795,000.
In
June 1992, Great Fidelity sold its annuity business for a total consideration of
$417,500 and recognized a gain of $102,000 on the block of business in accordance
with values determined at the acquisition date.
In June 1992, Universe sold its life and annuity business for $1,700,000 and
recognized a loss of $130,900.
At December 31, 1991, the Company had recetvables from Woodcom, Inc., a company
related by common ownership, of $276,683. Effective January 1, 1992, the Company
received a 65 percent ownership in Woodcom Inc. by exchanging its !:'eceivables for
common and preferred stock and by purchasing additional common shares from two
of its shareholders.
At December 31, 1992, the Company received a deposit of
$135,525 from Woodcom, Inc. for the repurchase of the common shares.
The
transaction was approved by the FCC on July 2, 1993. Woodcom's net income for
the six months of 1993 of $13,311 has been included in the accompanying
consolidated financial statements.
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AlA SERVICES CORPORATION

NoteS to Consolidated Financial statements
December 31, 1993 and 1992

HQte 14 - Related Party TransactiQns
The Company had transactions with stockholders as follows:
1993

Receivable from stockholders, January 1
Advances
Reductions

S

Receivable from stockholders, December 31

S

595
633,728

1403.3Q8)

1992
$ 1,165,105

832,113
0.996,623)

2::n.Ql~

The Company purchased 54,598 shares of treasury stock during 1992 at a price of
$20.72 per share from two shareholders in satisfaction of $1,131,271 in
receivables. The price per share was based on an independent appraisal of the
fair market value of the stock.
On December 30, 1992 t Universe received a liquidation dividend from United
Partners Life Insurance Company, an affiliate, in the amount of $137,546.

tlQte 15 - Sa)e of Real Estate
On December 30, 1993, Universe sold its home office building for $2,650,000 in
connection with a sale and leaseback agreement.
Universe received a deed of
trust for $1,987,500 at 8% per annum and the balance in cash.
AlA InBurance,
Inc., a wholly-owned subsidiary of Universe, entered into a 15 year lease with
an option to purchase the property.
Universe reported a deferred gain of
S492,629 which will be recognized over the term of the lease.
Note ]6 - Supplemental Cash Flow InfOrmation
cash paid for interest and income taxes was aB follows:
]993

Interest

S

254,698

Income taxes (refund)

S (190,)43)

1992

S

393,946

S (197,641)

Note 17 - Rezulatory Hatters - Universe
The Insurance Department of the State of Idaho (the Department) is currently
conducting an examination of Universe, as required by the Idaho Insurance Code.
The examination report has not been iBsued.
Although Universe's 1993 statutory
annual statement will not be affected, the Department has informally advised
Universe of certain prospective adjustments it will require be made to Universe's
statutory capital and surplus.
The adjustments relate to the carrying value of
Universe's subsidiary, AlA Insurance, Inc. and the methodology used in
calculating the reserves for the SBA component of Universe's group accident and
health insurance contracts (GUH Policy).
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AlA SERVICES CORPORATION

Notes to COnsolidated Financial statements
December 31, 1993 and 1992

Note 17 - Requlatory Hatters - Uniyerse (continued)
The Department has agreed to permit Universe to make the required reserve
adjustments ratably over six quarters beginning July 1, 1995 with the final entry
to be made December 31, 1996. Accordingly, no provision for any such adjustments
has been made in the accompanying financial statements.
If the adjustments were
made in full at December 31, 1993, the statutory reserves would increase S1.3
million and Universe's statutory capital and surplus would decrease $650,000
after reinsurance.
Due to a change in the Idaho Insurance Code effective July I, 1995, Universe will
be required to reduce the reported value of its investment in AlA Insurance, Inc.
to book value as determined by generally accepted accounting principles (GAAP)
at that date.
The Department has agreed that the Company may continue to report
its investment at cost in its 1993 and 1994 statutory annual statements.
If the
adjustment was made in full at December 31, 1993, the statutory investments and
Universe's statutory capital and surplus would decrease $3.3 million.
Universe entered into a Consent Order with the Texas Insurance Department dated
October 13, 1994, pursuant to which:
Universe shall reduce the reported value of AlA Insurance, Inc. to the lesser
of (a) net worth as determined" in accordance with GAAP or, (b) the valuation
amount reflected in the final report of the current zone examination after
exhaustion of all legal appeals and remedies.
This adjustment is to be made
ratably over a three year period in Universe's annual statement, the first
entry to be made on December 31, 1994.
Universe and the Texas Insurance Department agree to terms whereby Universe
will cede its group accident and health insurance business and group life
insurance business in Texas by reinsuring, on an assumption basis, all such
business with centennial Life Insurance Company.
Reserves for the Texas
determined in accordance
actuary.
Any increase in
first entry made July 1,

business to be transferred to centennial shall be
with factors. developed by an independent consulting
reserves requi~ed will be applied ratably, with the
1995, and the final entry made December 31, 1996.

Universe will withdraw from the direct writing and reinsurance of g~oup
accident and health business and g~oup life insurance business in Texas.
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AlA SERVICES CORPORATION
Notes to Consolidated Financial statements
December 31, 1993 and 1992

Note.le - subsequent Eyent
Effective October 1, 1994, Universe entered into an agreement with Centennial
Life Insurance Company to sell substantially all of its group accident and health
and life insurance business.
As consideration, Universe will receive 55\ of
SBA/UB reserves
released as a result of surrender charges on lapsed
certificateholders, subject to certain profitability criteria.
The Idaho
Department has conditionally approved the admission of the gain on this
transaction as an asset for statutory purposes and the methodology for
determining the value of that asset.
A gain of approximately $4.9 million will
be reported on a statutory basis when the transfer is completed.
Note ]9 - Risk Based Capital
The annual statement instructions of the National Association of Insurance
Commissioners require the calculation of risk-based capital (REC) for all life
insurance enterprises. The REC serves as a benchmark for the regulation of life
insurance companies by state insurance regulators.
REC provides for surplus
formulas similar' to target surplus formulas used by commercial rating agencies.
The formulas specify various wei,ghting factors that are applied to financial
balances or various levels of activity based on the perceived degree of risk, and
are set
forth in the REC requirements.
such formulas focus on four general
types of risk: (a) the risk with respect to the: company's assets (asset or
default risk); (b) the risk of adverBe insurance experience with respect to the
company's liabilities and obligations (insurance or underwriting risk)i (c) the
inter'est rate riBk with respect to the company's business
(asset/liability
matching); and, (d) all other business risks (management, regulatory action, and
contingencies) .
The amount determined under such formulas is called the
authorized control level RBC (ACLC).
l'he RBC guidelines define specific capital levels based on a company's ACLC that
,ire determi'ned by the ratio of the company's total adjusted capital (TAC) to its
ACLC.
TAC is equal to statutory capital, plus the Asset Valuation Reserve and
any VOluntary investment reserves, fifty percent of dividend liability, and
certain other specified adjustments. The specific capital levels, in declining
order, and applicable ratios are generally as follows:
"Company Action Level"
~here TAC is less than or equal to 2.0 times ACLC;
"Regulatory Action Level"
where TAC is less than or equal to 1.5 times ACLCj "Authorized Control Level"
""here TAe is less than or equal to 0.7 times ACLC.
Companies at the Company
fIction Level must submit a comprehensive financial plan to the insurance
,'orrmissioner of the state of domicile. Companies at the Regulatory Action Level
<I ce subject to a mandatory examination or analysis by the commissioner and
i~ssible required corrective actions.
At the Authorized Control Level, a company
iTlay be SUbject to, among other things, the commissioner placing it under
regulatory control. At the mandatory Control Level, the insurance commissioner
;.s required to place a company under regulatory control.
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AlA SERVICES CORPORATION
Notes to Consolidated Financial statements
December 31, 1993 and 1992

Note 19 - Risk Based capital (9Qntinuedl
At December 31, 1993, Universe's TAC was $5,864,717 or 2.2 times its ACLC.
Accordingly, Universe does not currently fall into one of the above levels.
At December 31, 1993, Great Fidelity's TAC was $4,045,184 or 9.1 times its ACLC.
Accordingly Great Fidelity does not currently fall into one of the above levels.

Note 20 - Contingencies
In August of 1993, judgment was entered against Universe for $72,000 actual
damages and S300, 000 exemplary damages in connection with a denied medical
claim.
Universe has appealed.
In the opinion of counsell it is not likely
Universe will ultimately sustain a material loss in connection with this lawsuit.
Various other lawsuits against Universe have arisen in the ordinary course of
Universe's business.
contingent liabilities arising from this litigation are not
considered material in relation to the financial position of Universe.
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AlA SERVICES CORPORATION
Cou&olidated Balance Sheets
December 31, 1992 knd 1~91

1991

1992

Investments
Cash
Accrued investment income
Receivables, net of allowance of $32,500
and $26,200
Income taxes receivable
Prepaid expenses
Property and equipment, net
Deferred policy acquisition costs
Cost of insurance and licenses acquired
Goodwill and other intangibles
Total assets

$39,506,813
1,100,134
194,176

$60,024,233
1,448,795
945,649

6,863,462
285,617
1,124,748
4,036,975
6,450,677
5,972,726

4,164,146
359,766
867,704
3,444,530
3,914,664
8,501,814
312,139

S65,535,328

583,983,440

$48,038,557
1,121,000
5,246,937
3,947,871
1,496,114

$69,750,139
1,015,000
3,277,756
5,132,437
608,863

59,850,479

79,784,195

1,851,500

1,714,100

1,018,729
507,177
(1,131,271)

1,018,729
507,177

LilLbilitielt
Policy benefits and other policy liabilities
Unearned commissions
Accounts payable and accrued expenses
Mortgages and notes payable
Deferred income taxes
Total liabilities
stated value preferred stock - redeemable and
convertible, no par value, 200,000 shares
authorized, issued and outstanding
Btockholder~'

~quity

Common stock - $1 par value, 5,000,000 shares
authorized, 1,018,729, issued
and outstanding
Additional paid-in capital
Treasury stock, 54,59B shares at cost
Net unrealized appreciation of equity
securities (net of income taxes of
$44,949 in 1992 and $67,751 in 1991)
Retained earnings
Total stockholders' equity
Total liabilities and stockholders' equity

302,025
3,136,689

439,564
519,675

3,833,349

2,485,145

~65,535,328

;;83,983,440

The accompanying nDtes are an integral part of these financial
:,_"7
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AIA Sl!!::R.VICl!:S CORPORAXIOH

Consolidated StAteaumta of IncoBe
Tor the Years ~ded December 3l, 1992 and 1991

Revenues
Insurance premiums and other
Commi.ssions
Investment income
Administrative fees
Total revenues
Benefits and expenses
Policy benefits
Commission expense
General and administrative expense
Interest expense
Total expenses
Income (loss) befo=e income taxes
Provision (benefit) for income taxes
Net income (loss)

1992

1991

S51,389,981
4,475,354
6,366,515
118,915

$42,428,435
3,516,922
5,884,597
157,947

52,350,765

52,087,902

35,657,163
6,634,533
16,138,089
380,044

34,028,008
6,133,649
13,174,566
489,971

5B,802,8~9

53,826,;),94

3,540,936
786,522

(1,738,292)
(55,888)

~ 2,754,414

~p,6B2,404)

The accompanying noteB are an integral part of these financial Btatements.
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AlA SERVICES CORPORAXION
Consolidated Stateaentc of Stockholders' Equity
For the Year; Ended December 31, 1992 and 1~91

1

Common
Stock
Balance, December 31, 1990

$1,018,829

lIdditional
Paid-in
caEital
S

Net
Unrealized
Appreciation
of Equity
Securities

Treasury
Stock

507,860 S

-

S

16,S86 $2,329,:

Net 108s

(1,6S2,~

Unrealized investment gain

422,678

Accretion of preferred stock

(127,2

Redemption of cOl!l!Ilon stock

I

Ba12:lce, December 31, 1991

1

Unrealized investment loss

1

Foetal:1!
E a::-n i:-:~

(6B3)

{lOO)

507,177

1,018,729

439,564

Net income

519,6
2,75~,4

(137,539)

Accretion of preferred stocle

(137,4'

Purchase of treasury stock
Balance, December 31, 1992

!L~3~,£7ll
~1,01B,729

~

507,177

~(l,131,271)

~

302,025

~3,136,5f

J

The accompanying notes are an integral part of these financial
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UA Sl!:ltVICl:S CORPORllION

Consolidated 8tateaentl of Cash rlows
Yor the Yearl ~ded December 31, 1992 and 1991

1992
Cash flows from operating activities:
Net income (loss)
Adjustments to reconcile net income
(loss) to net cash provided by
operating activities
Depreciation and amortization
Gain on sale of property and
equipment
Gain on sale of investments
Gain on sale of insurance business
Increase in accounts receivable
Increase in prepaid expenses
Increase in deferred policy
acquisition costs
Increase in accounts payable
Increase (decrease) in income taxes
payable and deferred taxes
Increase (decrease) in future policy
benefits
Increase in other liabilities

S 2,754,414

1991
$(l,6B2,404J

1,647,059

1,284,052

(3,919)
(2,9DD,049)
(470,934)
(4,103,874)
(494,338)

(8,792)
(55,352)
(1,385,917)
(152,235)
(174,800)

(3,504,184)
1,930,855

(2,803,277)
193,053

984,202

(431,871)

8,260,153
107,853

(9,106,839)
17 4 ,831

Total adjustments

1. 452,824

(12,46'7,147)

Net cash provided (used) by
operating activities

4,207,238

04,149,551)

263,566

1,148,263
(425,352)
(801,331)
(164,921)
(20,876,802)
34,312,515
2,063,660

cash flows from investing activities:
Payments received on notes receivable
Proceeds expended on notes receivable
capital expenditures
Costs of acquiring new business
Purchase of bonds and stocks
Proceeds from sale of bonds and stocks
Proceeds from sale of insurance business
Acquisition of Great Fidelity, net of
cash acquired of $642,375
Net cash used for transfer of insurance
business
Proceeds from sale of property and
equiIXllent
Net decrease in mortgage loans
Net decrease in policy loans
Purchase of short-term investments
Proceeds from redemption of
short-term investments
Net cash (used) provided by
investing activities
cash flows from financing activities:
Borrowings of long-term debt
Principal paymentB of long-term debt
Repurchase of common ~tock
Net cash used by finanCing activities
Net (decrease) increase in cash
Cash at beginning of period
Cash at end of period

(880,369)
(54,521)
(69,72S,59B)
95,938,247

(3,397,850)
(24,381(053)

323,735
240,423
658,372
(66,222,431)

211,150
27,525
429,579
(2,576,690)

60,640,448

5,092.355

(3,199,181)
655,900
(2,012,618)

15,042,101

(746,305)
{783 )

1l,356(718)
(348,661)
1,448,795

145,462
1,303.333

S 1,448,795

The accompanying notes are an integral part of these financial statements.
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AlA Sl:R,VrCZS CORPORATION
Note~

to COn501idated financial stataaent,
December 31, 1992 and 1991

Note 1 - Summary of Significant Accounting Policies
Principles of Consolidation The consolidated financial statements include the accounts of AlA Se~ices
corporation (Company) and its wholly-owned subsidiaries: The Universe Life
Insurance Company (Universe); Great Fidelity ~ife Insurance Company (Great
Fidelity), AlA Insurance, Inc., AlA Travel, Inc., AlA Bancard Services corporation
AlA HiciAmerica, Inc., AlA Pacific Marketing Corporation and Woodcom, Inc. All
material intercompany transactions have been eliminated in consolidation (see Note
13) •

Investments
Bonds are valued at cost, adjusted for amorti~ation of premium or discount and
other-than-temporary market value declines.
Common stocks are carried at market
value. Hortgage loans and policy loans are carried at unpaid principal balances.
Real estate is carried at cost less depreciation. Depreciation is provided on a
straight-line basis over the estimated useful life of 31 to 40 years for buildings.
Short-term investments are carried at cost which approximates market value. Gains
and losses on disposition of securities are recogni~ed at the time of disposition
with the amount of gain or loss determined on the specific identification basis.
Changes in market values of common st'ocks are charged or credited directly to
stockholders' equity without affecting net income.
Deferred Policy Acquisition Coata Costs of acquiring insurance business which vary with and are primarily related to
the production of such business are deferred and amorti~ed over the period the
related premiums are recogni~ed. Such costs include commissions and certain
expenses related to policy issuance and underwriting.
Property and Equipment Property and equipment are carried at cost less accumulated depreciation.
Where
applicable, cost includes interest and real estate taxes incurred during
construction and other construction related costs. Depreciation is computed
principally by the straight-line !D€thod using lives of ]1 to 40 years for buD,dings:
and five to seven years tor equipment.
Cost of Insurance and Licenses Acquired The cost of licenses acquired is being amortized on a straight-line basis over 30 to
40 years.
The cost of insurance acquired is being amortized over the premium-paying
period of the related policies, estimated to be 5 to lS years, and is based upon an
actuarially determined formula.
Goodwill and other Intangibles Goodwill and other intangibles ar'e being amortized over 5 to 40 years on a st.:-aigh-;:line basis.
Policy Benefits and Other Policy Liabilities Ordinary life insurance and annuity policy benefit liabilities are computed on a ne~
level premium method using assumptions with respect to current investment yield,
mortality, withdrawal rates, and other assumptions determined to be appropriate as
of the date the business was issued or purchased by the Company.
Such estimates
were based upon past experience adjusted to provide for possible adverse deviation
from the estimates.
Reserves for the Supplemental Benefit Account (SBA), a component of the group
accident and health insurance contracts, are computed on a graduated scale from 50
percent to lQO percent of the certificateholders' SBA balances over a lS-year
period.
This method approximates CARVH reserving requirements.
The liability for unpaid claims is an estimate of payments to be made on insurance
claims for reported losses and estimates of incurred but not reported claims.
A-

AFFIDAVIT OF AIMEE GORDON

31

folgs
AIA0028532

A!A SERVICZS CORPORATION
Notes to Consolidated 7inanc~al statements
Decaaber 31, 1992 and 1991

Note 1 - Summary of Significant ~ccounting Policies (continued)
Participating life insurance policies were issued by the Company's life insurance
subsidiary which entitled the policyholder to share in the earnings of the
participating policies, provided that a dividend distribution was authorized by th~
insurance company.
The amount of dividends declared but undistributed is included
in policy benefits and other policy liabilities at December 31, 1991. Policyholdel
dividends have not had a significant effect on operating income.
Reinsurance Reinsurance premiums, commissions, expense reimbursements and reserves related to
reinsured business are accounted for on a basis consistent with those used in the
contracts.
Premiums ceded to other companies have been reported as a reduction 0:
premiums earned; amounts applicable to reinsurance ceded for future policy benefitE
and claim liabilities have been reported as reductions of those items; and expense
reimbursements received in connection with reinsurance ceded have been accounted for
as a reduction of the related policy acquisition costs.
Recognition of Premium Revenues and costs Premiums on life insurance are recognized as revenue when due.
Benefits, losses and
related expenses are ~tched with earned premiums in order to recognize income over
the term of the contracts. This matching is accomplished by means of the provisio
for future policyholder benefits, estimated unpaid losses and the amortization of
deferred policy acquisition costs.
Administrative Fee a AlA Insurance, Inc., a significant subsidiary, is a group health and life insu!:"aln... e
administrator conducting most of its business through various trusts which
accumulate and invest premiums collected for the policy groups. These trusts
include the Grain Growers Association Hembership and Insurance Trust, the National
Growers and Stockffiens Group Trust and the AlA Producers Trust.
The Company also
provides administrative and data processing services for these trusts. All
administrative fees earned result from such arrangements.
Income Taxes The Company files separate consolidated income tax returns for its life insurance
and non-life insurance subsidiaries. The insurance subsidiaries qualify for a
"small life insurance company" deduction of 50 percent of taxable income.
Deferred income taxes 11..1:'e provided for temporary differences between financial
reporting income and taxable income. These differences result primarily from the
methods used in the calculation of future policy benefits! policy acquisition costs
and depreciation expense.
The Financial Accounting Standards Board has issued Statement 109, which will
require the Company to change its method of accounting for income taxes beginning il
1993.
The Company has not yet determined the effect of the implementation of this
new accounting procedure. Additionally, the company haa not deceded whether to
adopt retroactive or prospective treatment.
Cash Equivalents Cash equivalents are comprised of cash and funds temporarily invested (with original
maturities not exceeding three months) as part of the Company's management of dayto-day operating cash receipts and disbursements.
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AlA SERVICES CORPORATION
Notes to Consolidated ~inanci~l Stata.ents
Pecamber 31, 1992 and 1991

Note 2 - Investments {continued}
Gross unrealized gains and losses of debt securities held at December 31, 1992 and
1991 are as follows:
December 31, 1992
Gross
Gross
Unrealized
Unrealized
Losses
Gains
United States Government and
Government agencies ltnd
authorities
F'ublic utilities
All other corporate bonds

S

230,755
34,717
3,717

$

S

269,189

~

December 31, 1991
Gross
Gross
Unrealized
Unrealized
Losses
Gains

(38, 401)
(991)
{3, 500 J

S

901,551
578,839
1,475,7BO

$

(42,892)

~2,956,170

~

(1,19B)

(66,3B8)
(42,00B)
(109,59<:)

The amortized cost dnd estimated market value of debt securities at December 31,
1992, by contractual maturity, are shown below.
Expected maturities may differ frow
contractual maturities becauBe borrowers may have the right to call or prepay
obligations. SecuritieB not due at a single maturity date are collateralized
mortgage obligations made up of government backed securities, which have principal
payments throughout the life of the investment, the timing of which may vary with
market conditions.
Amortized
Cost

Description
Due
Due
Due
Due
Not

one year or less
1 through 5 years
6 through 10 years
after 10 years
due at a single maturity date

$

1,043,'"576
3,237,759
1,499,066
.p, 88L 995

Estimated
Market Value

s

1,044,181
3,307,609
1,532,500
2 .. ,004,403

~29,662[396

Investment income consists of the following:
!

1991

199;2

!

!

$ 5,893,967
7,545
70,722
49,933
100,797
207,858
35,692

Bonds
Common stocks
Hortgage loans
Policy loans
Real estate
Short-term investments
other

?

6,356,515

S 4,854,59B
2,162
B9,388
141,357
152,041
561,522
73,529

i

5.884,597

Realized gains on investments were $2,900,049 for 1992 and $55,352 for 1991.
In connection with the acquisition of Great Fidelity in 1991, the Company
T-estructured Great Fidelity's investment portfolio to eliminate the majority
non-investment grade debt securities.
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Notel to Consolidated Tinancial

Statezent~

Decamber 31, 1992 and 1991

Note 3 - Property and Equipment
Property and equipment used by the Company consi.sts of the following:

1992
Company occupied properties
Furniture and equipment
Transportation equipment
Leas accumulated depreciation

1991

S 2,550,993
1,737,843
1,418,655

S 2,488,577
1,027,494
980,568

5,717,491
1,680,515

4,495,739
1,052,209

S 4,036,975

S 3,444,530

Note 4 - Real Estate Under Lease ~greements
The Company leases commercial office space as lessor under various agreements with
terms ranging from one to five yeara. Such leases are accounted for under the
operating method. The COmpany pays taxes and insurance on the buildings and
provides for their general maintenance.
The coat of real estate and its related accumulated depreciation under operating
leases at December 31, was S2,333,439 and S567,234 in 1992 and S2,067,169 and
S529,975 in 1~91.
Minimum noncancellable lease payments to be received under lease agreements in
excess of one year as of December 31, 1992 are as follows:

1993
1994
1995
1996
1997

S 120,445

109,720
68,920
45,720
40,860

?

385,665

Note 5 - Policy Benefits and other Policy Liabil~tiea
Policy benefits and other policy liabilities at December 31 are as follows:

Future policy benefits
Unpaid claims
other policy liabilities

1996

1991

$39,969,739
7,354,230
714,588

$61,364,245
7,533,672
852,222

.s48,038,557
Note 5 - Reinsurance
Universe and Great Fidelity are involved in both cession and assumption of
reinsurance with other companies.
Future policy benefits and unpaid claims relating
to insurance ceded (52,779,152 at December 31, 1992 and 54,897,001 at December 31,
1991) are not prOVided in the Company's financial statements. Universe and Great
Fidelity would remain liable in the unlikely event the reinsuring companies are
unable to meet their obligations.
Ceded premiums were S 14,179,073 and $12,984,457
for 1992 and 1991, respectively. Assumed premiums were $6,953,585 and $5,562,552
for 1992 and 1991, respectively.
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AlA S!:RVICl:S CORPORA.:rIOH
Hote~

to Ccnsolidat.d TinaDcial Stateaents
December 31, 1992 aDd 1991

Note 7 - Hortoages and Notes Payable
Mortgagee and notes payable consist of the following:
1992

Mortgages on real estate - 10\ to 11.75\
due 1993 to 2004
Notes payable:
Bank loan - at prime plue 1%, due 1995,
collateralized by Universe stock and
certain caah balances
Term loans - prime plua 7\ to 13.5\, due
1993 to 2002, collateralized by equipment

1991

357,303

$1,397,792

2,274,626

3,095,164

1,315,942

639,481

p,947,871

~5,132,437

S

At December 31, 1992, prime rate was 6\. Aggregate maturities of mortgages and
notes payable over the next five yeaIs at December 31, 1992, are as follows:
1993
1994
1995
1996
1997
Thereafter

$1,311,140
1,124,763
567,778
277,114
107,266
559,8).0

;3,947,871
Mortgages and notes payable at December 31, 1992 of $2,278,651 have been personally
~aranteed by the majority stockholders.
Note 8 - Stated Value Preferred Stock
The Company has 200,000 outstanding shaIes of "no par, nonparticipating stated value
preferred stock. The stock is convertible into common stock on a basis of 1 sha=e oi
preferred to 1 ahare of common stock, exercisable by the tendering of the preferred
stock.
The preferred stock is redeemable at the option of the Company at prices ranging
from $8.50 per share currently, to $10 per share after September 14, 1993.
Effective September 15, 1993, the outstanding preferred stock is subject to
mandatory redemption upon notice by the shareholder.
The difference between the estimated fair value of the preferred stock at the date
of issuance and the mandatory redemption value is being recorded through periodic
charges, using the interest method, to retained earnings.
If the Company dissolves, the preferred stock has liquidating preference over co~on
shareholders in amounts equal to its redemption value.
The holder of the preferred
stock has the right, voting separately as a class, to elect one member to the Board
of Directors.
Note 9 - Regulatory Requirements and Restrictions
Generally, the net assets of Universe and Great Fidelity available for transfer to
the Company are limited to the amounts by which the net asaets exceed minimum
capital requirements.
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Note 9 - Requlatory Requirements and Restrictions (continued)
Dividends may be paid by Universe only from profits and surplus and requires
insurance department approval if the dividend is in excess of the greater of 10
percent of surplus or statutory income of the prior year. Statutory surplus of
Universe was $5,241,232 at December 31, 1992. Universe had net income of S59,330
for the year ended December 31, 1992.
Note 10 - Employee Benefit Plans
Options for 12,500 shares of common stock, exercisable at S3.65 per ahare, were
granted at fair market value to certain corporate officers under a nonqualified
stock option plan in 1987. In return, such officers agree to loan the Company an
amount not to exceed S90,OOO in aggregate, if certain earnings targets are not
achieved over a seven-year period beginning 19B7. The loans are convertible to
common stock at $3.65 per share. None of these options have been exercised and no
loans have been made.
Effective July 1, 198B, the Company adopted the Agents' Stock Ownership Plan.
contributions were made to the plan in 1992 or 1991.

No

The Company maintains a profit sharing retirement plan covering substantially all
employees who have completed one year of service. Employees are fully vested after
eeven years of partiCipation. The Company's contribution to the plan was $203,889
in 1992 and S96,493 in 1991.
On December 31,

19B8, the Company established an Employee Stock OWnership Plan
covering employees who have completed one year of service. Employees are fully
vested after five years of participation. The Company contributed S188,059 and
S95,214 to the plan in 1992 and 1991, respectively.

Note 11 - Operating keases
The Company leases data processing and office equipment as lessee under lease
agreements which are accounted for as operating leases. The data processing and
office equipment leases expire over the next five years.
In most cases, management
expects the leases to be, renewed or replaced by other leases.
Minimum lease payments required under operating leases that have initial or
remaining noncancellable lease terms in excess of one year as of December 31, 1992
are as follows:
1993
1994
1995
1996
1997

S

Total minimum payments required

i 1 ,529,310

611,321
540,226
322,862
54,901

Total rent expense for all operating leases was S741,536 in 1992 and $503,119 in
1991. \
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Note 12 - In~ome Taxes
Xhe prov~sion (benefit) for

~ncome

rin&n~i&l

Stat~ent.

31, 1992 and 1991

taxes consists of the following:
199:1

1992

Current
Deferred

$

42,169
744,353

Total

$

785[522

S

(B,355)
(47,532)

Xhe provision (benefit) for income taxes varied from amounts computed at the federa
statutory rate as follows:

.

,

1992

1991

Federal income taxeB at statutory rate
Small life insurance company deduction
Net operating lOBS not providing current
tax benefit
other i terns, net

$1,203,918
{558,133}

S (591,019)

Provision (benefit) for income taxes

~

156,799

329,688
48,644

10B,075
3~,662

786,522

i

(55,8B8)

Net operating loss carryforwards for tax purposes of approximately $3,100,000 are
available to offset taxable income prior to their expiration in 2007.
Note 13 - Acquisitions and Pispositions
1991, Universe acquired all of the outstanding stock of Great Fidelity
Life Insurance Company (Great Fidelity) for approximately' $4 million. The
acquisition has been accounted for as a purchase and, accordingly, the assets and
liabilities have been recorded at their fair values at the date of acquisition.
Operating results of Great Fidelity from June 1, 1991, have been included in the
consolidated statement of income. The excess of the purchase price over the net
tangible assets acquired was $7,276,000 and was allocated to identifiable intang~le
assets baaed on management's estimates of relative fair market values at the date
acquisition.
Factors considered in the determination of the carrying values of the
identifiable intangible assets included: 1) values of individual blocks of business
and state licenses established as a result of negotiations with the Indiana
Insurance Department; and 2) the actual purchase price of a large block of life
insurance business Great Fidelity acquired in an arms length transaction several
months prior to the acquisition date.
On July II,

0=

In October 1991, Great Fidelity gold its life in8urance business for a total
consideration of $2,054,000 to another insurance company.
At the date of
acquisition of Great Fidelity, there was no intent to sell the life insurance
business.
Hanagement allocated S678,OOO of the acquisition price to the life
insurance block of business in accordance with values determined at the acquisition
date as described above.
Accordingly, a gain of S1,385,000 has been recognized fo=
this transaction in the financial statements for the year ended December 31, 1991.
In January 1992, Great Fidelity sold its medicare supplement insurance business fo=
a total consideration of $1,358,000 and recognized a gain of 5584,000.
In June
1992, Great Fidelity sold its annuity business for a total consideration of $417,500
~nd recognized a gain of $18,000 on the block of business in accordance with values
jet ermined at the acquisition date.
In June 1992, Universe sold its life and annuity business for Sl,700,OOO and
recognized a 1088 of S130,900 in the current year.
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Note 14 - Related Party Transactions
The Company had tranSActions with stockholders as follows:

I99}

1992
Stockholders receivable,
Advances
Reductions

~anuary

1

Stockholders receivable, December 31

51,052,481
407,247
(1,459,728)

$

s

P

954,735

565,109
(467,363)
,052 ,481

The Company purchased 54,598 shares of trea~ury stock during 1992 at a price of
$20.72 per share from two shareholders in satisfaction of $1,131,271 in receivables.
The price per share was based on an independent appraisal of the fair market value
of the stock.
Universe has a reinsurance agreement with Continental Lif8 and Accident Company, an
affiliate.
Universe paid 5338,274 and S278,484 in 1992 and 1991, respectively, to
Continental under the terms of the agreement.
At December 31, 1991, the Company had receivables from Woodcom, Inc., a company
related by common ownership, of S276,683. Effective January 1, 1992, the Company
received a 65 percent ownership in Woodcom Inc. by exchanging ita receivables for
common and preferred stock and by purchasing additional common shares from two of
its sh~eholders.
At December 31, 1992, the company received A deposit of $135,525
from Woodcom, Inc. for the repurchase of the common shares.
The transaction is
subject to FCC approval.
In Karch 1992, Universe declared and paid a dividend of $425,000 to the COmpany.
In
December 1992, Great Fidelity declared a dividend payable to Univer"e of $1,918,000.
On December 30, 1992, Dniver8e received a liquidation dividend from United Partners
Life Insurance Company, an affiliate, in the amount of $137,546.

Note 15 - Supplemental Cash Flow Information
Cash paid for interest and income taxes was as followE:
199).

1992
Interest

i

393,946

S

519,522

Income taxes (refund)

i

(197,641)

S

37° 4 257

Note 16 - Receivables
Included in accounts receivable is approx~tely $1,288,000 due from the Oregon Life
and Health Insurance Guarantae ~Bociation (OLRIGA). The OLRIGA has disputed
approxDmately $621,000 of the claim and further declined to pay the remaining
undisputed amount.
The OLHIGA and the COmpany have submitted the dispute to
arbitration.
In the opinion of ~agement and its legal counsel, the Company will
prevail in arbitration.

/\-38

AFFIDAVIT OF AIMEE GORDON

AIA0028539

Not. . to

)
I

Consolidated TinAnci.a.l St.t.tl!llllants
Deckaher 31, 1992 and 1991

Note 17 - Subsequent tvent
A non-binding letter of intent was signed on February 8, 1993, by Continental Life
and Accident Company (Continental), a subsidiary of Continental Financial
corporation, to purchaee 100\ of the outstanding stock of Great Fidelity from
Universe. Continental would issue 80,590 shares of S100 par value preferred stock
in exchange for 4,940,490 shares of common stock of Great Fidelity. The letter of
intent aleo provides for the sale of Universe's individual and group health busines!
in exchange for 1.S million shares of COntinental common stock. These transactions
are subject to the approval of various state insurance regulatory authorities and
lenders and final agreement on terms by the appropriate boards of directors.

1
1

i
..J

,l
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To the Board of Directors of AlA Services Corporation:
We have audited the accompanying consolidated balance sheets of AlA Services
Corporation (an Idaho corporation) and subsidiaries as of December 31, 1991, and the
related consolidated statements of income, stockholders' equity and cash flows for the
year then ended. These financial statements are the responsibility of the Company's
management. Our responsibility is to express an opinion on these financial statements
based on our audit.
The financial statements of AlA Services corporation as of
December 31, 1990, were audited by other auditors whose reported dated March 14, 1991,
expressed an unqualified opinion on those statements.
We conducted our audit in accordance with generally accepted aUditing standards. Those
standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement.
An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures
in the financial statements.
An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation.
We believe that our audit provides a
reasonable basis for our opinion.
During July 1991, The Universe Life Insurance Company, a subsidiary of AlA Services
Corporation, acquired Great Fidelity Life Insurance Company (Great Fidelity) in a
transaction accounted for as a purchase. In October 1991, as more fully discussed in
Note 2 to the financial statements, Great Fidelity ceded off all of its individual life
and certain group life insurance poliCies and recognized a gain of $1,386,000 on this
disposition.
Purchase accounting, under generally accepted accounting principles,
requires that the assets and liabilities of Great Fidelity's life insurance business
be recorded at their fair value at the date of acquisition. Accordingly, no gain upon
the disposition of this line of business should be recognized.
As a result, the
Company's net loss should be increased by $1,150,000 (net of tax benefit of $236,000)
and stockholders' equity should be reduced by $1,150,000.
In our opinion, except for the effects of the gain recognition discussed in the
preceding paragraph, the financial statements referred to above present fairly, in all
material respects, the financial position of AlA Services Corporation and subsidiaries
as of December 31, 1991, and the results of their operations and their cash flows for
the year then ended in conformity with generally accepted accounting principles.

Boise, Idaho
February 28, 1992
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December 31, 1991 and 1990
Assets
1991
Investments
Cash
Accrued investment income
Receivables, net of allowance of
$26,200 and $38,000
Income taxes receivable
Prepaid expenses
Property and equipment, net
Deferred policy acquisition costs
Cost of insurance and licenses acquired
Goodwill and other intangibles

1990

$60,024,233
1,448,795
945,649

$28,187,842
1,303,333
431,935

4,164,146
359,766
867,704
3,444,530
3,914,664
8,501,814
312,139

3,007,858

$83,983,440

$40,832,545

$69,750,139
1,015,000

3,277,756
5,132,437
608,863

$26,038,777
681,398
21,590
2,579,096
5,451,817
600,113

79,784,195

35,372,791

1,714,100

1,586,900

1,018,729
507,177
439,564
519,675

1,018,829
507,860
16,886
2,329,279

2,485,145

3,B72,B54

$83,983,440

$40,832,545

Total assets

692,904
3,218,170
1,049,000
2,683,931
257,572

Liabilities
Policy benefits and other policy liabilities
Unearned commissions
Income taxes payable
Accounts payable and accrued expenses
Mortgages and notes payable
Deferred income taxes
Total liabilities
Stated value preferred stock - redeemable and
convertible, no par value, 200,000 shares
authorized, issued and outstanding

Stockholders' Equity
Common stock - $1 par value, 5,000,000 shares
authorized, 1,018,729, and $1,018,829 issued
and outstanding in 1991 and 1990, respectively
Additional paid-in capital
Net unrealized appreciation of equity securities
Retained earnings
Total stockholders' equity
Total liabilities and stockholders' equity

The accompanying notes are an integral part of these financial statements.
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For the Years Ended December 31, 1991 and 1990
1991

Revenues
Insurance premiums
Commissiq,ns
Investment income
Administrative fees
Total revenues
Benefits and expenses
Policy benefits
Commission expense
General and administrative expense
Interest expense
Total expenses
Income (loss) before income taxes
Provision (benefit) for income taxes
Net income (loss)

1990

$42,428,436
3,616,922
5,884,597
157,947

$27,476,720
3,196,779
1,990,955
210,498

52,087,902

32,874,952

34,028,008
6,133,649
13,174,566
489,971

19,358,436
3,377,737
8,078,723
492,163

53,826,194

31,307,059

(1,738,292)
(55,888)

1,567,893
544,124

l2!1,682,404)

$ 1,023,769

The accompanying notes are an integral part of these financial statements.
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Consolidated Statements of Stockholders' Equity
For the Years Ended December 31, 1991 and 1990

Common
Stock
Balance, December 31, 1989

$1,021,233

Additional
Paid-in
caeital
$

539,411

Net
Unrealized
Appreciation
of Equity
securities
$

(15,497)

Net income

Retained
Earnings
$1,423,310
1,023,769

Unrealized investment gain
Issuance of common stock
Redemption of common stock

32,383
28,500

172,413

(30(904)

(203,964)

Accretion of preferred stock
Balance, December 31, 1990

(117,800)
1,018,829

16,886

507,860

Net loss

2,329,279
(1,682,404)

Unrealized investment gain

422,678

Accretion of preferred stock
Redemption of common stock
Balance, December 31, 1991

(127,200)
(100)
~1,018,

729

(683)

S

507,177

S

439,564

S

519!675

The accompanying notes are an integral part of these financial statements.
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Consolidated Statements of Cash Flows
For the Years Ended December 31, 1991 and 1990
1991

Cash flows from operating activities:
Net income (loss)
Adjustments to reconcile net income (loss) to
net cash provided by operating activities
Depreciation and amortization
Gain on sale of property and equipment
(Gain) loss on sale of investments
Gain on sale of life block
Increase in accounts receivable
Increase in prepaid expenses
Increase in deferred policy acquisition costs
Costs of acquiring new business
Increase in accounts payable
(Decrease) increase in income taxes payable
and deferred taxes
(Decrease) increase in future policy benefits
Increase (decrease) in other liabilities
Other
Total adjustments
Net cash provided (used) by operating
activities
Cash flows from investing activities:
Payments received on other receivables
Proceeds expended on other receivables
capital expenditures
Purchase of bonds and stocks
Proceeds from sale of bonds and stocks
Proceeds from sale of life business
Acquisition of Great Fidelity, net of cash
acquired of $642,375
Proceeds from sale of property and equipment
Net decrease (increase) in mortgage loans
Net decrease in policy loans
Purchase of short-term investments
Proceeds from redemption of
short-term investments
Net cash provided by (used for)
investing activities

$(1,682,404)
1,284,052
(8,792)
(55,352)
(1,385,917)
(152,235)
(174,800)
(2,803,277)
(164,921)
193,053

5,879,732

(l4,314,472)

6,903,501

1,148,263
(425,352)
(801,331)
(20,876,802)
34,312,515
2,063,660

22,878
(864,200)
(649(626)
(5,262,188)
504,768

(3,397,850)
211,150
27,525
429,579
(2,576,690)

(418,602)
2,801
(2,991,592)

5,092,355

1,013,089

(747,088)
145,462

Cash at beginning of period
Cash at end of period

(270,359)
(165,532)
(734,000)
(63,809)
331,503

(12,632,068)

(783)

Net increase (decrease) in cash

721,722
(23,l38)
1,080

13,603
6,205,511
(66,602)
(70,247)

(746,305)

Net cash provided by (used for)
financing activities

S 1,023,769

(431,871)
(9,106,839)
174,831

15,207,022

Cash flows from financing activities:
Borrowings of long-term debt
PrinCipal payments of long-term debt
Proceeds from issuance of common stock
Repurchase of common stock

1990

(8,642(672)
3,800,000
(2,044,201)
200,912
(234,865)
1,721,846
(17,325)

1,303,333

1, 320, 658

S 1,448,795

S 1,303,333

The accompanying notes are an integral part of these financial statements.
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Notes to consolidated Financial Statements
December 31, 1991 and 1990

Note 1 - Summary of Significant Accounting policies
Principles of Consolidation The consolidated financial statements include the accounts of AlA Services Corporation
(Company) and its wholly-owned subsidiaries:
The Universe Life Insurance Company
(Universe); Great Fidelity Life Insurance Company, AlA Insurance, Inc., AlA Travel,
Inc. and AlA Bancard Services Corporation. All material intercompany transactions have
been eliminated in consolidation (see Note 2).
Investments Bonds are valued at cost, adjusted for amortization of premium or discount and otherthan-temporary market value declines.
Common stocks are carried at market value.
Mortgage loans and policy loans are carried at unpaid principal balances. Real estate
is carried at cost less depreciation.
Depreciation is provided on a straight-line
basis over the estimated useful life of 31 to 40 years for buildings.
Short-term
investments are carried at cost which approximates market value. Gains and losses on
disposition of securities are recognized at the time of disposition with the amount of
gain or loss determined on the specific identification basis. Changes in market values
of common stocks are charged or credited directly to stockholders' equity without
affecting net income.
Deferred Policy Acquisition Costs Costs of acquiring insurance business which vary with and are primarily related to the
production of such business are deferred and amortized over the period the related
premiums are recognized. Such costs include commissions and certain expenses related
to policy issuance and underwriting.
Property and Equipment Property and equipment are carried at cost less accumulated depreciation.
Where
applicable, cost includes interest and real estate taxes incurred during construction
and other construction related costs.
Depreciation is computed prinCipally by the
straight-line method using lives of 31 to 40 years for buildings and five to seven
years for equipment.
Cost of Insurance and Licenses Acquired The cost of licenses acquired is being amortized on a straight-line basis over 40
years.
The cost of insurance acquired is being amortized over the premium-paying
period of the related policies, estimated to be 8 to 15 years, and is based upon an
actuarially determined formula.
Goodwill and Other Intangibles Goodwill and other intangibles are being amortized over 5 to 40 years on a straightline basis.
Policy Benefits and Other Policy Liabilities Ordinary life insurance policy benefit liabilities are computed on a net level premium
method using assumptions with respect to current investment yield, mortality,
withdrawal rates, and other assumptions determined to be appropriate as of the date the
business was issued or purchased by the Company. Such estimates were based upon past
experience adjusted to provide for possible adverse deviation from the estimates.
Reserves for the Supplemental Benefit Account (SBA), a component of the group accident
and health inst.:,·rance contraci:s, are computed on a· qradttated-scale fromOlI""p-ercent to
100 percent of the certificateholders' SBA balances over a 1S-year period. This method
approximates CARVM reserving requirements.
The liability for unpaid claims is an estimate of payments to be made on insurance
claims for reported losses and estimates of incurred but not reported claims.
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Notes to Consolidated Financial Statements
December 31, 1991 and 1990

Note 1 - Summary of Significant Accounting Policies (continued)
Participating life insurance policies have been issued by the Company's life insurance
subsidiary which
entitle the policyholder to share in the earnings of the
participating policies, provided that a dividend distribution is authorized by the
insurance company. The amount of dividends declared but undistributed is included in
policy benefits and other policy liabilities. Policyholder dividends do not have a
significant effect on operating income.
Reinsurance Reinsurance premiums, commissions, expense reimbursements and reserves related to
reinsured business are accounted for on a basis consistent with those used in the
contracts.
Premiums ceded to other companies have been reported as a reduction of
premiums earned; amounts applicable to reinsurance ceded for future policy benefits and
claim liabilities have been reported as reductions of those items; and expense
reimbursements received in connection with reinsurance ceded have been accounted for
as a reduction of the related policy acquisition costs.
Recognition of Premium Revenues and Costs premiums on life insurance are recognized as revenue when due.
Benefits, losses and
related expenses are matched with earned premiums in order to recognize income over the
term of the contracts. This matching is accomplished by means of the provision for
future policyholder benefits, estimated unpaid losses and the amortization of deferred
policy acquisition costs.
Administrative Fees AlA Insurance, Inc., a significant subsidiary, is a group health and life insurance
administrator conducting most of its business through various trusts which accumUlate
and invest premiums collected for the policy groups.
These trusts include the Grain
Growers Association Membership and Insurance Trust, the National Growers and stockmens
Group Trust and the AlA Producers Trust. The Company also provides administrative and
data processing services for these trusts. All administrative fees earned result from
such arrangements.
Income Taxes The Company files separate consolidated income tax returns for its life insurance and
non-life insurance subsidiaries. The insurance subsidiaries qualify for a "small life
insurance company" deduction of 60 percent of taxable income.
Deferred income taxes are provided for temporary differences between financial
reporting income and taxable income.
These differences result primarily from the
methods used in the calculation of future policy benefits, policy acquisition costs and
depreciation expense.
Cash Equivalents cash equivalents are comprised of cash and funds temporarily invested (with original
maturities not exceeding three months! as part of the Company's management of day-today operating cash receipts and disbursements.
Note 2 - AcquiSition
On July 11, 1991, Universe acquired all of the outstanding stock of Great Fidelity Life
Insurance Company (Great Fidelity) fvr approximately S4 million. The acquisition has
been accounted for as a purchase and, accordingly, the assets and liabilities have been
recorded at their fair values at the date of acquisition. Operating results of Great
Fidelity from June 1, 1991, have been included in the consolidated statement of income.
The excess of the purchase price over the net tangible assets acquired was S7,276,000
and was allocated to "identifiable intangible assets based on management's estimates of
relative fair market values at the date of acquisition.
Factors considered in the
determination of the carrying values of the identifiable intangible assets inCluded:
l} values of individual blocks of business and state licenses established as a result
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Notes to Consolidated Financial Statements
December 31, 1991 and 1990

Note 2 - Acquisition (continued)
of negotiations with the Indiana Insurance Department; and 2) the actual purchase price
of a large block of life insurance business Great Fidelity acquired in an arms length
transaction several months prior to the acquisition date.
In October 1991, Great Fidelity sold its life insurance business for a total
consideration of $2,064,000 to another insurance company. At the date of acquisition
of Great Fidelity, there was no intent to sell the life insurance business. Management
allocated $678,000 of the acquisition price to the life insurance block of business in
accordance with values determined at the acquisition date as described above.
Accordingly, a gain of Sl,386,Ooo has been recognized for this transaction in the
financial statements for the year ended December 31, 1991.
On July 1, 1990, Universe acquired the infoce insurance business and the related assets
liabilities of Farwest American Assurance Company (Farwest I through a reinsurance
assumption agreement with the Oregon Life and Health Insurance Guaranty Association.
The acquisition has been accounted for as a purchase and, accordingly, the assets and
liabilities have been recorded at their fair value at the date of acquisition. The
excess of the purchase price over the net assets acquired of approximately S1. 7 million
is being amortized over the life of the related policies. Operating results of Farwest
from July 1, 1990, have been included in the consolidated statements of income.
Note 3 - Investments
The December 31, 1991 amortized cost, market values and carrying values of investments
are shown below. Fixed maturity investments are not intended to be sold in the normal
course of business and are usually held until maturity.
Amortized
Cost

Fixed maturities
Bonds:
United states Government and
government agencies and authorities
Public utilities
Convertible
Mortgage backed securities
All other corporate bonds

$ 3,090,494

10,112,546
950,000
18,137,512
20,507,316

Total fixed maturities
Equity securities
Mortgage loans on real estate
Real estate (net of accumulated
depreciation of $606(213)
Policy loans
Short-term investments
Other invested assets

Estimated
Market
Value

$ 3,291,371
10,624,997
950,000

18,836,988
21,941,088

Balance
Sheet
Value

$ 3,090,494
10,112,546
950,000
18,137,512
20,507,316

52,797,868

$55,644,444

52,797,868

582,224
873,617

$ 1,089,539

1,089,539
873,617

2,143,040

2,143,040

2,073,824

1,044,492
1,853

2,073,824
1,044,492
1,853

~59,516,91a

~60,024,233

At December 31, 1991 and 1990, investments with a carrying value of $2,734,235 and
Sl,103,810, respectively, are on deposit with certain state insurance departments in
order to meet regulatory requirements.
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Notes to Consolidated Financial statements
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Note 3 - Investments (continued)
The amortized cost, market values and carrying values of investments at December 31,
1990 were as follows:

Fixed maturities
Bonds:
United States Government and government
agencies and authorities
Public utilities
convertible
All other corporate bonds
Total fixed maturities

Amortized
Cost

Estimated
Market
Value

Balance
Sheet
Value

$ 5,608,614
6,649,234
1,085,000
7,190,976

$ 5,637,649
6,572,530
1,085,000
6,951,598

$ 5,608,614
6,649,234
1,085,000
7,190,976

20,533,824

~20,246,777

20,533,824

Equity securities
Mortgage loans on real estate
Real estate (net of accumulated
depreciation of $533,255)
policy loans
Short-term investments

547,865
761,710

564,751

§

564,751
761,710

1,830,755
1,569,694
2,927,108

1,830,755
1,569,694
2,927,108

~28,170,956

~28,187,842

Gross unrealized gains and losses of debt securities held at December 31, 1991 and 1990
are as follows:

United States Government and
Government agencies and
authorities
Public utilities
Mortgage backed securities
All other corporate bonds

December 31, 1991
Gross
Gross
Unrealized
Unrealized
Gains
Losses

December 31, 1990
Gross
Gross
Unrealized
Unrealized
Gains
Losses

S

s

200,877
578,839
700,674
1,475,780

S2,956,170

$

(66,388)
(1,198)
(42,008)

S (l09, 594)

$

41,234
68,033

$

(12,199)
(144,737)

39,606

(278,984)

148,873

S (435,920)

The amortized cost and estimated market value of debt securities at December 31, 1991,
by contractual maturity, are shown below.
Expected maturities may differ from
contractual maturities because borrowers may have the right to call or prepay
obligations. Securities not due at a single maturity date are collateralized mortgage
obligations made up of government backed securities, which have principal payments
throughout the life of the investment, the timing of which may vary with market
conditions.
Amortized
cost

Description
Due
Due
Due
Due
Not

one year or less
1 through 5 years
6 through 10 years
after 10 years
due at a single maturity date

Estimated
Market Value

S

S

$52,797,868

S 55,644,444

232,363
5,086,013
14,986,736
14,355,244
18,137,512

237,966
5,266,599
15,994,023
15,308,918
18,836,938
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AlA SERVICES CORPORATION
Notes to Consolidated Financial statements
December 31, 1991 and 1990

Note 3 - Investments !continued}
Investment income consists of the following:

1990

1991

S 4,948,235
2,162
89,388
141,357
152,041
621,450

Bonds
Common stocks
Mortgage loans
Policy loans
Real estate
Short-term investments
Other

13 ,601

5,013
28,416
48,566
135,672
126,540
445,703

5,968,234
83,637

1,992,311
1,356

S 5,884,597

S 1,990,955

Total
Less investment expenses
Investment income

S 1,202,401

Realized gains (losses) on investments were $55,352 for 1991 and (Sl,080) for 1990.
In connection with the acquisition of Great Fidelity, the Company restructured Great
Fidelity's investment portfolio to eliminate the majority of its non-investment grade
debt securities.
Note 4 - Property and Equipment
Property and equipment used by the Company consists of the following:

1991
Company occupied properties
Furniture and equipment
Transportation equipment

1990

$ 2,488,677
1,027,494
980,568

$ 2,405,245
1,628,813
980,568

4,496,739
1,052,209

5,014,626
1,796,456

$ 3,444,530

p, 218, 170

Less accumulated depreciation

Note 5 - Real Estate Under Lease Agreements
The Company leases commercial office space as lessor under various agreements with
terms ranging from one to five years.
Such leases are accounted for under the
operating method. The Company pays taxes and insurance on the buildings and provides
for their general maintenance.
The cost of real estate and its related accumulated depreciation under operating leases
at December 31, was $2,067,169 and $529,975 in 1991 and S2,025,448 and $462,373 in
1990.
Minimum noncancellable lease payments to be received under lease agreements in excess
of one year as of December 31, 1991 are as follows:

1992
1993
1994
1995
1996

S

140,120
118,775
73,300
38,940
36,490

s

407,625
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AlA SERVICES CORPORATION
Notes to Consolidated Financial Statements
December 31, 1991 and 1990

Note 6 - Policy Benefits and Other Policy Liabilities
Policy benefits and other policy liabilities at December 31 are as follows:

Future policy benefits
Unpaid claims
Other policy liabilities

1991

1990

$61,364,245
7,533,672
852,222

$20,046,248
5,459,550
532,979

$69,750,139

$26,038/777

Note 7 - Reinsurance
Universe and Great Fidelity are involved in both cession and assumption of reinsurance
with other companies. Future policy benefits and unpaid claims relating to insurance
ceded ($4,897/001 at December 31/ 1991 and $3,272/584 at December 31/ 1990) are not
provided in the Company's financial statements.
Universe and Great Fidelity would
remain liable in the unlikely event the reinsuring companies are unable to meet their
obligations. Ceded premiums earned were $12,984,457 and $8,179/017 for 1991 and 1990,
respectively.
Assumed premiums earned were $5/562,552 and $9,581/749 for 1991 and
1990, respectively.
Note 8 - Mortgages and Notes Payable
Mortgages and notes payable consist of the following:

Mortgages on real estate - 9 3/4 to 13 1/2%
due 1989 to 2002
Notes payable:
Bank loan - at prime plus 1%, due 1995,
collateralized by Universe stock and
certain cash balances
Term loans - prime plus 1.75% to 14%, due
1990 to 1996, collateralized by equipment

1991

1990

$1,397,792

$1,236,453

3,095,164

3,605,648

639/481

609,716

$5,132,437

$5,451.817

At December 31, 1991, the bank's prime rate was 6.5%.
Aggregate maturities of
mortgages and notes payable over the next five years at December 31, 1991/ are as
follows:
1992
1993
1994
1995
1996
Thereafter

$ 1,085,917
1,228,066
1,138,293
712,873
342,342
624,946

S 5 1 132,437
Under the bank loan, the Company is subject to certain positive and negative loan
covenants.
The Company is in violation of certain of these covenants including the
debt to net worth ratio, minimum debt coverage ratio and the submission of audited
financial statements.
The loan agreement specifies the failure to comply with any
covenant constitutes a default under the agreement and the bank may, at its option,
declare the loan due and payable. Management believes all loan covenant violations
will be cured by June 30, 1992, and further believes the bank will not exercise its
option to call the loan.
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AlA SERVICES CORPORATION
Notes to Consolidated Financial statements
December 31, 1991 and 1990

Note 8 - Mortgages and Notes Payable (continued)
Mortgages and notes payable at December 31, 1991 of $3,718,001 have been personally
guaranteed by the majority stockholders.
Note 9 - Stated Value Preferred Stock
In January, 1988, the Company issued 200,000 shares of no par, nonparticipating stated
value preferred stock. The stock is convertible into common stock on a basis of .875
shares of preferred to 1 share of common stock, exercisable by the tendering of the
preferred stock.
The preferred stock is redeemable at the option of the company at prices ranging from
$8.50 per share currently, to $10 per share after September 14, 1993.
Effective
September 15, 1993, the outstanding preferred stock is subject to mandatory redemption
upon notice by the shareholder.
The difference between the estimated fair value of the preferred stock at the date of
issuance and the mandatory redemption value is being recorded through periodic charges,
using the interest method, to retained earnings.
If the Company dissolves, the preferred stock has liquidating preference over common
shareholders in amounts equal to its redemption value.
The holder of the preferred
stock has the right, voting separately as a class, to elect one member to the Board of
Directors.
Note 10 - Regulatory Requirements and Restrictions
Generally, the net assets of Universe and Great Fidelity available for transfer to the
Company are limited to the amounts by which the net assets exceed minimum capital
requirements.
Dividends may be paid by Universe only from profits and surplus and requires insurance
department approval if the dividend is in excess of the greater of 10 percent of
surplus or statutory income of the prior year.
statutory surplus of Universe was $4,418,748 at December 31, 1991.
loss of $187,143 for the year ended December 31, 1991.

Universe had a net

Note 11 - Employee Benefit Plans
Options for 12,500 shares of common stock, exercisable at $3.65 per share, were granted
at fair market value to certain corporate officers under a nonqualified stock option
plan in 1987.
In return, such officers agree to loan the Company an amount not to
exceed $90,000, in aggregate, if certain earnings targets are not achieved over a
seven-year period beginning 1987. The loans are convertible to common stock at $3.65
per share.
None of these options have been exercised.
Effective July I, 1988, the Company adopted the Agents'
contributions were made to the plan in 1991 or 1990.

Stock OWnership Plan.

No

The Company maintains a profit sharing retirement plan covering substantially all
employees who have completed one year of service.
Employees are fully vested after
seven years of participation. The Company's contribution to the plan was $96,500 in
1991 and $56,700 in 1990.
On December 31, 1988, the Company established a~ Employee Stock OWnership Plan covering
employees who have completed one year of serV1ce.
Employees are fully vested after
five years of participation. The Company contributed $95,214 and $37,179 to the plan
in 1991 and 1990, respectively.
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Notes to consolidated Financial Statements
December 31, 1991 and 1990

Note 12 - Operating Leases
The Company leases data processing and office equipment as lessee under lease
agreements which are accounted for as operating leases. The data processing and office
equipment leases expire over the next five years.
In most cases, management expects
that such leases will be renewed or replaced by other leases.
Minimum rental payments required under operating leases that have initial or remaining
noncancellable lease terms in excess of one year as of December 31, 1991 are as
follows:
1992
1993
1994
1995
1996

S

Total minimum payments required

$1,451,101

483,470
424,741
353,369
161,344
28,177

Total rent expense for all operating leases was $503,119 in 1991 and $481,628 in 1990.
Note 13 - Income Taxes
The provision (benefit) for income taxes consists of the following:
1991

Current
Deferred

$

Total

$

1990

(8,356)
(47,632)

S 249,570

155(888)

S 544,124

294,554

The prov~s~on (benefit) for income taxes varied from amounts computed at the federal
statutory rate as follows:
1991

1990

Federal income taxes at statutory rate
Small life insurance company deduction
Net operating loss not providing current
tax benefit
Other items, net

$(591,019)
156,799

$ 533,084
(543,205)

Provision (benefit) for income taxes

S 155,868)

329,688
48,644

371,183
183,062
$ 544,124

Net operating loss carryforwards for tax purposes of approximately $3,400, 000 are
available to offset taxable income prior to their expiration in 2007.
Note 14 - Related Party Transactions
The Company had transactions with stockholders as follods:
1991

Stockholders receivable, January 1
Advances
Reductions

S

stockholders receivable, December 31

$1, 052 ( 481

954,735
565,109
(467,363)

1990

S 308,571
666,164
(20,000)
~ 954,735
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Notes to Consolidated Financial Statements
December 31, 1991 and 1990

Note 14 - Related Party Transactions (continued)
Universe has a reinsurance agreement with Continental Life and Accident Company, an
affiliate. Universe paid $278,484 and $336,127 in 1991 and 1990, respectively to its
affiliate under the terms of the agreement.
During 1991, the Company purchased from one of its shareholders 117,425 shares of
Continental Financial Corporation common stock at its current appraised value of
$145,607.
At December 31,1991, the Company had receivables from Woodcom, Inc., a company related
by common ownership, of $276,683. Effective January I, 1992, the company received a
62 percent ownership in Woodcom Inc. by exchanging its receivables for common and
preferred stock.
Note 15 - Supplemental Cash Flow Information
Cash paid for interest and income taxes was as follows:
1990

1991
Interest

s

489,971

S

463.555

Income taxes

$

370.257

S

158,529
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Report of Independent Accountants

Board of Directors
AlA Services Corporation
Lewiston, Idaho
We have audited the consolidated balance sheets of AlA Services Corporation as
of December 31, 1990 and 1989, and the related 'consolidated statements of income,
stockholders' equity, and cash flows for the years then ended. These financial
statements are the responsibility of the Company' s management.
Our responsibility is to express an opinion on these financial statements based on our
aUdits.
We conducted our audits in accordance with generally accepted auditing standards.
Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by
management as well as evaluating the overall financial statement presentation.
We believe that our audits provide a reasonable basis for our opinion.
In our opinion, the consolidated financial statements referred to above present
fairly, in all material respects, the financial position of AlA Services
COrporation at December 31, 1990 and 1989, and the results of its operations and
its cash flows for the years then ended in conformity with generally accepted
accounting principles.
March 14, 1991
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AlA SERVICES CORPORATION
COnsolidated Balance Sheets
December 31, 1990 and 1989
Assets
1990
Investments
Cash
Accrued investment income
Receivables, net of allowance of
$12,700 and $22,700
Prepaid expenses
Property and equipment, net
Deferred policy acquisition costs
Cost of insurance and licenses acquired
Goodwill and other intangibles
Total assets

1989

$28,187,842
1,303,333
431,935

$13,272,071
1,320,658
252,180

3,007,858
692,904
3,218,170
1,049,000
2,683,931
257,572

1,550,118
527,372
2,879,860
315,000
1,227,550
267,460

$40,832,545

$21,612,269

$26,038,777
681,398
21,590
2,579,096
5,451,817
600,113

$10,536,820
748,000
281,100
1,562,225
3,719,567
327,000

35,372,791

17,174,712

1,586,900

1,469,100

1,018,829
507,860

1,021,233
539,411

16,886
2,329,279

(15,497)
1,423,310

3,872,854

2,968,457

$40,832,545

$21, 612,269

Liabilities
Policy benefits and other policy liabilities
Unearned commissions
Income taxes payable
Accounts payable
Mortgages and notes payable
Deferred income taxes
Total liabilities
Commitments and contingent liabilities
Stated value preferred stock - r~deemable and
convertible, no par value, 200,000 shares
authorized, issued and outstanding
stockholders' Equity
COmmon stock - $1 par value, 5,000,000 shares
authorized, 1,018,829 and 1,021,233 shares
issued and outstanding in 1990 and 1989,
respectively
Additional paid-in capital
Net unrealized appreciation (depreciation)
of equity securities
Retained earnings
Total stockholders' equity
Total liabilities and stockholders' equity

The accompanying notes are an integral part of these financial statements
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AIA SERVICES CORPORATION
Consolidated statements of Income
For the Years Ended December 31, 1990 and 1989

1990
Revenues
Insurance premiums
Commi.ssions
Investment income
Admi.ni.strati.ve fees
Total revenues
Benefits and expenses
Policy benefits
Commissi.on expense
General and administrati.ve expense
Interest expense
Total expenses
Income before income taxes
Provision (benefit) for income taxes

1989

S27 ,476, 720
3,196,779
1,990,955
210,498

S14,886,131
3,382,382
1,331,706
260,800

32,874,952

19,861,019

19,358,436
3,377,737
8,078,723
492,163

10,843,241
2,428,084
5,824,023
491,723

31,307,059

19,587,071
273,948
(l89,993)

1,567,893
544,124

Net income

~ 1,023,769

Net income per share

$

Weighted average shares outstanding

.84

1,225,794

S

463,941

$

.38

1,213,841

The accompanying notes are an integral part of these financial statements
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AIA SERVICES CORPORATION
Consolidated Statements of stockholders' Equity
For the Years Ended December 31, 1990 and 1989

Common
stock
Balance, December 31, 1988

$

973,749

Net
Unreal.ized
Appreciation
Additional. (Depreciation)
Retained
Paid-in
of Equity
Earnings
Capital.
Securities

$

254,510

$

(13,997)

$1,068,469

Net income

463,941

Unrealized investment loss

(1,500)

Issuance of cornman stock
Redemption of cornman stock

79,936

479,613

(32,452 )

(194,712)

Accretion of preferred stock
Balance, December 31, 1989

(109,100)
1,021,233

539,411

(lS(497)

Net income

1,023,769

Unrealized investment gain

32,383

Issuance of cornmon stock
Redemption of common stock

28,500

172,413

(30,904)

(203,964)

Accretion of preferred stock
Balance, December 31, 1990

1,423,310

(117,800)
$1,018,829

S 507,860

~S===1=6~,=8=8=6

$2,329,279

The accompanying notes are an integral part of these financial statements.
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AIA SERVICES CORPORATION
Consolidated statements of cash Flows
For the Years Ended December 31, 1990 and 1989

1990
Cash flows from operating activities:
$1,023,769
Net income
Adj~stments to reconcile net income to net
cash provided by operating activities
Depreciation and amortization
721,722
Gain on sale of equipment
(23,138)
1,080
Loss (gain) on sale of investments
Increase in accounts receivable
(270,359)
Increase in prepaid expenses
(165,532)
Increase in deferred policy acquisition costs (734,000)
Costs of acquiring new b~siness
(63,809)
331,503
Increase in accounts payable
Increase (decrease) in income taxes payable
13,603
and deferred taxes
6,205,511
Increase in f~ture policy benefits
Decrease in other liabilities
(66,602)
Other
(70,247)
Total adjustments
Net cash provided by operating
activities
Cash flows from investing activities:
Payments received on other receivables
Proceeds expended on other receivables
Capital expenditures
~rchase of bonds and stocks
Proceeds from sale of bonds
Net (increase) decrease in mortgage loans
Net decrease in policy loans
Purchase of short-term investments
Proceeds from redemption of short-term
.investments
Net cash used for investing
activities
Cash flows from financing activities:
Borrowings of long-term debt
Principal payments of long-term debt
Proceeds from issuance of common stock
Repurchase of common stock
Net cash provided {used} by
financing activities
Net (decrease) increase in cash

Cash at end of year

$

463,941

506,120
(1,274)
(434,056)
{73,467}
(315,000)
979,028
(224,300)
4,581,429
(10,624)

5,879,732

5,007,856

6,903,501

5,471, 797

22,878
(864,200)
(649,626)
(5,262,188)
504,768
(418,602)
2,801
(2,991,592)

128,337
(318,487)
(283,799)
(5,083,875)
726,051
32,402
97,238
(2,480,047)

1,013 ,089

2,453,452

(8,642 , 672)

!4,728(728)

3,800,000
(2,044,201)
200,912
(234,865)

554,850
(1,246,491)
559,549

1,721,846
(17,325)

Cash at beginning of year

1989

(132,092)
610,977

1,320,658

709,681

~1,303,333

~1,320,658

The accompanying notes are an integral part of these financial statements.
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ALA SERVICES CORPORATION

Notes to consolidated Financia~ statements
December 31, 1990 and 1989
Note 1 - Summary of Sianificant Accounting Policies
Principles of Consolidation The consolidated financial statements include the accounts of the Company and its
wholly-owned subsidiaries, The Universe Life Insurance Company (Universe), A.LA.
Insurance, Inc., A.I.A. Wyoming Insurance, Inc., AlA TraveL, Inc. and AlA Bancard
Services Corporation.
All material intercompany transactions have been
eliminated in consolidation.
Investments Bonds are valued at cost, adjusted for amortization of premium or discount and
other-than-temporary market value declines. Common stocks are carried at market
value. Mortgage loans and policy loans are carried at unpaid principal balances.
Real estate is carried at cost less depreciation. Depreciation is provided on
a straight-line basis over the estimated useful life of forty years for
buildings. Short-term investments are carried at cost, which approximates market
value. Gains and losses on disposition of securitjes are recognized at the time
of disposition with the amount of gain or loss determined on the specific
identification basis. Changes in market values of common stocks are charged or
credited directly to stockholders' equity without affecting net income.
Deferred Policy Acquisition Costs Costs of acquiring insurance business which vary with and are primarily related
to the production of such business are deferred and amortized over the period the
related premiums are recognized.
Such costs include commissions and certain
expenses related to policy issuance and underwriting.
Property and Equipment Property and equipment are carried at cost less accumulated depreciation. Where
applicable, cost includes interest and real estate taxes incurred during
construction and other construction related costs.
Depreciation is computed
principally by the straight-line method using lives of forty years for buildings
and three to ten years for equipment.
Intangibles The cost of licenses acquired is being amortized on a straight-line basis over
forty years. The cost of insurance acquired is being amortized over the premiumpaying period of the related policies, estimated to be eight years, and is based
upon an actuarially determined formula. Licenses acquired and goodwill are being
amortized over lives from five to forty years on a straight-line basis.
policy Benefits and other Policy Liabilities Ordinary life insurance policy benefit liabilities are computed on a net level
premium method using assumptions with respect to current investment yield,
mortality, withdrawal rates, and other assumptions determined to be ~ppropriate
as of the date the business was issued or purchased by the Company.
such
estimates were based upon past experience adjusted to provide for possible
adverse deviation from the estimates.
The liability for unpaid claims is an estimate of payments to be made on
insurance claims for reported losses and estimates of incurred but not reported
claims.
Participating life insurance policies have been issued by the Company's life
insurance subsidiary which entitle the policyholder to share in the earnings of
the participating policies, provided that a dividend distribution is authorized
by the insurance company. The amount of dividends declared but undistributed is
included in policy benefits and other policy liabilities. Policyholder dividends
do not have a significant effect on operating income.
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AlA SERVICES CORPORATION
Notes to

Note 1 - Summary of

Consol~dated Financ~al statements
December 31, 1990 and 1989

S~gnificant

Accounting Policies (continued)

Reinsurance Reinsurance premiums, commissions, expense reimbursements and reserves related
to reinsured business are accounted for on a basis consistent with those used in
contracts. Premiums ceded to other companies have been reported as a reduction
of premiums earned; amounts applicable to reinsurance ceded for future policy
benefits and claim liabilities have been reported as reductions of these items;
and expense reimbursements received in connection with reinsurance ceded have
been accounted for as a reduction of the related policy acquisition costs.
Recognition of Prem~um Revenues and Costs Premiums on life insurance and annuity contracts are recognized as revenue when
due. Benefits, losses and related expenses are matched with earned premiums in
order to recognize income over the term of the
contracts.
This matching is
accomplished by means of the prov~sion for future policyholder benefits,
estimated unpaid losses and the amortization of deferred policy acquisition
costs.
Administrative Fees A.LA. Insurance, Inc., a significant subsidiary, is a group health and life
insurance administrator conducting most of its business through various trusts
which accumulate and invest premiums collected for the policy groups.
These
trusts include the Grain Growers Association Membership and Insurance Trust, the
National Growers and Stockmens Group Trust, the National Agri-Business Insurance
Trust and the AlA Producers Trust. The Company also provides administrative and
data processing services for these trusts. All administrative fees earned result
from such arrangements.
Income Taxes The Company files separate consolidated income tax returns for its life insurance
and non-life insurance subsidiaries.
Generally, taxation as a life insurance
company results in a tax rate significantly lower than the regular tax rate.
Deferred income taxes are provided for temporary differences between financial
reporting income and taxable income. These differences result primarily from the
methods used in the calculation of future policy benefits, policy acquisition
costs and depreciation expense.
Earnings Per Common Share The computations of earnings per common and common equivalent share are based on
the weighted average number of common and common equivalent shares outstanding
during the periods. For purposes of determining the number of common and common
equivalent shares outstanding, the Company considers stock option grants and
convertible stated value preferred stock to be common share equivalents.
The
earnings for common and common equivalent shares have been calculated as though
such conversions had taken place at December 31, 1988.
Cash Equivalents
cash equivalents are comprised of cash and funds temporarily invested (with
original maturities not exceeding three months) as part of the Company' s
management of day-to-day operating cash receipts and disbursements.
Note 2 - Acquisition
On July I, 1990, Universe acquired certain assets and assumed substantially all
of the life insurance liabilities of Farwest American Assurance Company (Farwest)
through a reinsurance assumption agreement with the Oregon Life and Health
Insurance Guaranty Association.
The acquisition has been accounted for as a
purchase and, accordingly, the assets and liabilities have been recorded at their
fair value at the date of acquisition. The excess of the purchase price over the
net assets acquired of approximately Sl.7 million is being amortized over the
life of the related pOlicies. Operating results of Farwest from July 1, 1990,
have been included in the consolidated statement of income.
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AlA SERVICES CORPORATION
Notes to Consolidated Financial Statements
December 31, 1990 and 1989
Note 3 - Investments
The December 31, 1990 amortized cost, market values and carrying values of
investments are shown below. Fixed maturity investments are not intended to be
sold in the normal course of business and are usually held until maturity.

Fixed maturities
Bonds:
United States Government and
government agencies and
authorities
Public utilities
Convertible
All other corporate bonds

Balance
Sheet
Value

Amortized
Cost

Estimated
Market
Value

$ 5,608,614
6,649,234
1,085,000
7,190,976

$ 5,637,649
6,572,530
1,085,000
6,951,598

$ 5,608,614
6,649,234
1,085,000
7,190,976

20,533,824

~20,246,777

20,533,824

84,938

84,938

479 ,813

479,813

564,751

564,751

Total fixed maturities
Equity securities
Common stocks:
Public utilities
Industrial, miscellaneous, and
all other

466,262

Total equity securities

547,865

Mortgage loans on real estate
Real estate (net of acumulated
depreciation of $533,255)
Policy loans
Short-term investments

761,710

761,710

1,830,755
1,569,694
2,927,108

1,830,755
1,569,694
2,927,108

7,089,267

7,089,267

$28,170,956

$28,187,842

81,603

$

$

At December 31, 1990, investments with a carrying value of $1,103,810 are on
deposit with certain state insurance departments in order to meet regulatory
requirements.
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AIA SERVICES CORPORATION
Notes to Consolidated Financial Statements
December 31, 1990 and 1989
Note 3 - Investments (continued)

The amortized cost, market values and carrying values of investments at December
31, 1989 were as follows:
Balance
Estimated
Sheet
Market
Amortized
Value
Value
Cost
Fixed maturities
Bonds:
United states Government and
government agencies and
authorities
$ 1,781,091
$ 1,786,341
S 1,781,O~1
2,592,114
2,507,290
Public utilities
2,592,114
1,085,000
Convertible
1,085,000
1,085,000
3,887,252
3,873,483
All other corporate bonds
3,887,252
Total fixed maturities

9,345,457

S 9,252,114

9,345,457

84,625

84,625

140,134

140,134

224,759

224,759

Equity securities
Common stocks:
Public utilities
Industrial, miscellaneous,
and all other

158,653

Total equity securities

240,256

Mortgage loans on real estate
Real estate (net of accumulated
depreciation of S464,366)
Policy loans
Short-term investments

343,108

343,108

1,884,793
525,349
948,605

1,884,793
525,349
948,605

3,701,855

3,701,855

~13,287[568

~13,272[071

81,603

S

$

Gross unrealized gains and losses of debt securities held at December 31, 1990
and 1989 are as follows:
December 31, 1990
Gross
Gross
Unrealized Unrealized
Gains
Losses
United states Government and
Government agencies and
authorities
Public utilities
All other corporate bonds

December 31, 1989
Gross
Gross
Unrealized Unrealized
Gains
Losses

, $ 41,234
68,033
39,606

$ (12,199)
(144,737)
(278,984)

$13,732
13,728
27,417

$

$148,873

$(435,920)

$54.877

${148,220}

(8,482)
(98,552)
(41,186)
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AlA SERVICES CORPORATION
Notes to COnsolidated Financial Statements
December 31, 1990 and 1989
Note 3 - Investments (continued)
Investment income consists of the following:
1989

1990

Bonds
Common stocks
Mortgage loans
Policy loans
Real estate
Short-term investments
Other

$1,202,401
5,013
28,416
48,566
135,672
126,540
445,703

618,952
7,485
30,750
38,630
183,160
127,097
327,823

1,992,311
1.356

1,333,897
2,191

;;1,990,955

i!1,331,706

Total
Less investment expenses
Investment income

$

Realized gains on investments were $1,080 for 1990 and $1,274 for 1989.
Note 4 - Property and Equipment
Property and equipment used by the Company consists of the following:
1990

Company occupied properties
Furniture and equipment
Transportation equipment

1989

$ 2,405,245
1,628,813
980,568

$2,195,597
1,161,021
1.036,933

5,014,626
1. 796, 456

4,393,551
1,513,691

;;3,218,170

S2,879,860

Less accumulated depreciation

Note 5 - Real Estate Under Lease Agreements
The Company leases commercial office space as lessor under various agreements
with terms ranging from one to five years. Such leases are accounted for under
the operating method. The Company pays taxes and insurance on the buildings and
provides for their general maintenance.
The cost of real estate and its related accumulated depreciation under operating
leases at December 31, was $2,025,448 and $462,373 in 1990 and $1,924,197 and
$398,213 in 1989.
Minimum noncancellable lease payments to be received under lease agreements in
excess of one year as of December 31, 1990 are as follows:
1991
1992
1993
1994
1995

$ 99,000
67,000
61,000
40,000
36,000
$303,000
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AIA SERVICES CORPORATION

Notes to Consolidated Financial Statements
December 31, 1990 and 1989
Note 6 - Policy Benefits and other Policy Liabilities
Policy benefits and other policy liabilities at December 31 are as follows!

1989

1990
Future policy benefits
Unpaid claims
Other policy liabilities

$20,046,248
5,459,550
532,979

$ 8,556,367

$26,038,777

$10,536,820

1,923,717
56,736

Note 7 - Reinsurance
Universe is involved in both cession and assumption of reinsurance with other
companies. Future policy benefits and unpaid claims relating to insurance ceded
($3,272,584 at December 31, 1990 and $2,892,998 at December 31, 1989) are not
provided in the Company' s financial statements. Universe would remain liable to
the extent the reinsurDlg companies are unable to meet their obligations. Ceded
premiums were $8,179,017 and $7,830,506 for 1990 and 1989, respectively. Assumed
premiums were $9,581,749 and $6,092,441 for 1990 and 1989, respectively.
Note 8 - Mortgages and Notes Payable
Mortgages and notes payable consist of the following:

Mortgages on real estate - 9 to 13 1/2%
due 1989 to 2002
Notes payable:
Bank loan - at prime plus 1%, due
1992, collateralized by Universe
stock and certain cash balances
Term loans - prime plus 1.75% to
14%, due 1990 to 1996, collateralized by transportation equipment

1990

1989

$1,236,453

$1,339,301

3,605,648

1,666,059

609,716

714,201

$5,451,817

$3,719,561

At December 31, 1990, the bank's prime rate was 9%.
Aggregate maturities of
mortgages and notes payable over the next five years at December 31, 1990, are
as follows:

1991
1992
1993
1994
1995
Thereafter

$

844,011
910,196
1,008,268
1,057,354
772,650
859,338

55,451,817
Mortgages and notes payable at December 31, 1990
personally guaranteed by the majority stockholders.

of

$4,711,837

have

been
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AlA SERVICES CORPORATION
Notes to consolidated Financial statements
December 31, 1990 and 1989
Note 9 - Stated Value Preferred Stock
In January, 1988, the Company issued 200,000 shares of no par, nonparticipating
stated value preferred stock. The stock is convertible into common stock on a
basis of .875 shares of preferred to 1 share of common stock, exercisable by the
tendering of the preferred stock.
The preferred stock is redeemable at the option of the Company at prices ranging
from $8.50 per share currently, to S10 per share after September 14, 1993.
Effective September IS, 1993, the outstanding preferred stock is subject to
mandatory redemption upon notice by the shareholder.
The difference between the estimated fair value of the preferred stock at the
date of issuance and the mandatory redemption value is being recorded through
periodic charges, using the interest method, to retained earnings.
If the Company dissolves, the preferred stock has liquidating preference over
common shareholders in amounts equal to its redemption value. The holders of the
preferred stock have the right, voting separately as a class, to elect one member
to the Board of Directors.
Note 10 - Regulatory Reguirements and Restrictions
Generally, the net assets of Universe available for transfer to the Company are
limited to the amounts by which Universe's net assets exceed minimum capital
requirements.
statutory stockholders' equity of Universe was $7,261,252 and $6,031,249 at
December 31, 1990 and 1989, respectively. Net income of Universe as determined
using statutory accounting principles, amounted to $2,130,295 and $1,907,821,
respectively.
Note 11 - Employee Benefit Plans
options for 12,500 shares of common stock, exercisable at $3.65 per share, were
granted at fair market value to certain corporate officers under a nonqualified
stock option plan in 1987. In return, such officers agree to loan the Company
an amount not to exceed $90,000, in aggregate, if certain earnings targets are
not achieved over a seven-year period beginning 1987. The loans are convertible
to common stock at $3.65 per share. None of these options have been exercised.
Effective July 1, 1988, the Company adopted the Agents' stock OWnership Plan.
The plan provides that each participating sales agent shall receive, as an
incentive bonus award, a share or fractional share of common stock for each life
or group health policy sold.
Each participant's account is subject to a five
year vesting period. No contributions were made to the plan in 1990 or 1989.
The Company maintains a profit sharing retirement plan covering substantially all
employees who have completed one year of service.
Employees are fully vested
after seven years of participation. The Company's contribution to the plan was
$56,700 in 1990, and $50,000 in 1989.
On December 31, 1988, the Company established an Employee Stock OWnership Plan
covering employees who have completed one year of service. Employees are fully
vested after five years of participation. The Company made a cash contribution
to the plan of $10,000 in 1988. In 1989, the plan purchased 1,428 shares of the
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AIA SERVICES CORPORATION

Notes to COnsolidated Financia~ statements
December 31, 1990 and 1989
Note 11 - Emplovee Benefit Plans (continued)
Company's cornman stock at $7.00 per share.
In 1990, the plan purchased 1,197
shares at $7.00 per share and 41,554 shares at $7.05 per share financed by a
bank. The ~ompany contributed $37,179 to the plan in 1990.
Note 12 - Operating Leases
The Company leases data processing and office equipment as lessee under lease
agreements which are accounted for as operating leases. The data processing and
office equipment leases expire over the next three years.
In most cases,
management expects that such leases will be renewed or replaced by other leases.
Minimum rental payments required under operating leases that have initial or
remaining noncancellable lease terms in excess of one year as of December 31,
1990 are as follows:

S

1991
1992
1993
1994
1995
Total minimum payments required

433,345
401,750
256,077
38,787
21,659

$1,151,618

Total rent expense for all operating leases was $481,628 in 1990 and $212,500 in
1989.
Note 13 - Income Taxes
The provision (benefit) for income taxes consists of the following:
1990

Current
Deferred
Total

1989

S 249,570
294,554,

$ 315,407
(505,400)

S

$(189,993)

544,124

The provision (benefit) for income taxes varied from amounts computed at the
federal statutory rate as follows:
1990
1989
Federa~ income taxes at statutory rate
Small life insurance company deduction

Tax benefit from net operating loss
carryforward
Net operating loss not providing current
tax benefit
Transfer of property to Universe
other items, net
Provision (benefit) for income taxes

$ 533,084
(543,205)

$ 93,142
(322,479)

(256,230)

183,062

444,323
(194,000)
45,251

$ 544,124

S{189,993)

371,183

Net 9perating loss carryforwards for tax purposes of approximately
$2,500,000 are available to offset taxable income prior to their
expiration in 2004.
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Notes to consolidated Financial Statements
December 31, 1990 and 1989
Note 14 - Related Party Transactions
The Company had transactions with stockholders as follows:

1990
stockholders receivable, January 1
Advances
Reductions (see Note 15)

S

1989

308,571
623,951
{136(472)

S 334,557
318,487
(344,473 )

796,050

S 308,571

stockholders receivable, December 31

On December 31, 1989, the Company transferred an investment in real estate to
Universe at its book value of $1,299,686. Universe assumed the related mortgage
loan of $510,006 in connection with the transaction. The transfer was treated
as a contribution of capital to universe.
See Note 15 for additional related party disclosures.
Note 15 - Supplemental Cash Flow Information
Cash paid for interest and income taxes was as follows:

Interest
Income taxes

1990

1989

$463,555

$523,372

158,529

82,306

In March 1989, the Company redeemed 32,452 shares of common stock in satisfaction
of a receivable from the majority stockholder totaling $227,164.
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Report of Independent Accountants

Bollinger Plaza
301 D Street
PO Box 499
Lewiston, ID 83501
Telephone (208) 746-3611

Board of Directors
AlA Services Corporation
Lewiston, Idaho
We have audited the consolidated balance sheets of AIA Services Corporation as
of December 31, 1989 and 1988, and the related consolidated statements of income,
stockholders' equity, and cash flows for the years then ended. These financial
statements are the responsibility of the Company's management.. Our responsibility is to express an opinion on these financial statements based on our
audits.
We conducted our audits in accordance wi th generally accepted auditing standards.
Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by
management as well as evaluating the overall financial statement presentation.
We believe that our audits provide a reasonable basis for our opinion.
In our opinion, the consolidated financial statements referred to above present
fairly, in a1l material respects, the financial position of AIA Services
Corporation at December 31, 1989 and 1988, and the results of its operations and
its cash flows for the years then ended in conformity with generally accepted
accounting principles.

Lewiston, Idaho
February 14, 1990
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All SERVICES CORPORATION

Consolidated Balance Sheets
December 31, 1989 and 1988
Assets

Investments
Cash
Accrued investment income
Receivables, net of allowance of
$12,700 and $22,700
Prepaid expenses
Property and equipment, net
Intangibles
Total assets

1989

1988

$13,272,071
1,'320,658
252,180

$ 9,003,243
709,681
172,178

1,550,118
842,372
2,879,860
1,495,010

1,233,078
453,905
2,965,681
1,645,785

$21,612,269

$16,183,551

$10,5'36,820
748,000
281,100
1,562,225
3,719,567
327,000

$ 5,955,391
758,624

17,174,712

12,540,820

1,469,100

1,360,000

1,021,233
539,411
(15,497)
1,423,310

973,749
254,510
(13,997)
1,068,469

2,968,457

2,282,731

$21,612,269

$16,183,551

Liabilities
Policy benefits and other policy liabilities
Unearned commissions
Income taxes payable
Accounts payable
Mortgages and notes payable
Deferred income taxes
Total liabilities

583,197
4,411,208
832,400

Commitments and contingent liabilities
Stated value preferred stock - redeemable and
convertible, no par value, 200,000 shares
authorized, issued and outstanding
Stockholders' Equity
Common stock - $1 par value, 5,000,000 shares
authorized, 1,021,233 and 973,749 shares
issued and outstanding in 1989 and 1988,
respectively
Additional paid-in capital
Net unrealized depreciation of equity securities
Retained earnings
Total stockholders' equity
Total liabilities and stockholders' equity

The accompanying notes are an integral part of these financial statements.
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AlA SERVICES CORPORATION
Consolidated Statements of Income
For the Years Ended December 31. 1989 and 1988

Revenues
Insurance premiums
Commissions
Investment income
Administrative fees

1989

1988

$14,886,131
3,382,382
1,331,706
260!800

$ 1,765,651
7,216,926
1,091,862
221 1 886

19,861,019

10,296,325

10,843,241
2,428,084
5,824,023
491 1 723

1,588,287
2,613,318
4,858,353
607 2 982

19 1 587 1 °71

9 1 667 2 940

Total revenues
Benefits and expenses
Policy benefits
Commission expense
General and administrative expense
Interest expense
Total expenses
Income before income taxes
Provision (benefit) for income taxes

628,385
105 z930

273,948
(189! 993)

Net income

$

463,941

$

522,455

The accompanying notes are an integral part of these financial statements.
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All SERVICES CORPORATION

Consolidated Statements of Stockholders' Equity
For the Years Ended December 31. 1989 and 1988

Common
Stock
Balance, December 31, 1987

$ 839,999

Additional
Paid-in
Ca:eital

$

247,146

Net
Unrealized
Depreciation
of Equity
Retained
Securities
Earnings

$

(12,558)

$ 646,964

Net income

522.455

Unrealized investment loss

(1,439)

Capital contributions received by
affiliated partnership
Stock issued in consolidation
of affiliated partnership
Stock options exercised

61,096
100,000

(100,000)

33,750

46,268
(100,950)

Accretion of preferred stock
Balance, December 31, 1988

973,749

(13,997)

254,510

1,068,469

Net income

463,941

Unrealized investment loss
Issuance of common stock
Redemption of common stock

(1,500)
79,936

479,613

(32,452)

(194,712)
(109,100)

Accretion of preferred stock
~1!021,233

i

539!411

$

(15 2 497)

~1!423,310

The accompanying notes are an integral part of these financial statements.
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AIA SERVICES CORPORATION

Consolidated Statements of Cash Flows
For the Years Ended December 31, 1989 and 1988
1989
Cash flows from operating activities:
Net income
Adjustments to reconcile net income to net
cash provided by operating activities
Depreciation and amortization
Gain on sale of investments
Increase in accounts receivable
Increase in prepaid expenses
Increase in accounts payable
Decrease (increase) in income taxes
payable and deferred taxes
Increase in future policy benefits
Decrease in other liabilities
Total adjustments
Net cash provided by operating
activities
Cash flows from investing activities:
Net increase in other receivables
Capital expenditures
Purchase of bonds and stocks
Proceeds from sale of bonds
Proceeds from casualty loss
Purchase of short-term investments
Proceeds from redemption of short-term
investments
Other, net
Net cash (used) provided by
investing activities

$

463,941

Net cash used by financing
activities
Net increase in cash
Cash at beginning of period
Cash at end of period

$ 522,455

506,120
(1,274)
(434,056)
(388,467)
979,028

514,110
(173,479)
(268,435)
(40,335)
69,519

(224,300)
4,581,429
(10 2 624)

37,900
352,805
(284 2 485)

5,007,856

207,600

5 2 471,797

730,055

(190,150)
(283,799)
(5,083,875)
726,051

Cash flows from financing activities:
Borrowings of long-term debt
Principal payments of long-term debt
Proceeds from issuance of common stock
Partners l capital contributions

1988

(2,480,047)

(499,742)
(595,976)
(1,341,031)
1,014,295
289,188
(563,324)

2,453,452
129!640

1,911,479
(25 2 °28)

(4,728,728)

189,861

554,850
(1,246,491)
559,549

56,643
(771,375)
80,018
61,096

(132 2 °92)

(573/618)

610,977
709 2 681

346,298
363 1 383

~ 1,320,658

~

709!681

The accompanying notes are an integral part-of these financial statements.
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AlA SERVTCES CORPORATION
Notes to Consolidated Financial Statements
December 31~ 1989 and 1988
Note 1 - Summary of Significant Accounting Policies
Principles of Consolidation The consolidated financial statements include the accounts of the Company
and its wholly-owned subsidiaries, The Universe Life Insurance Company
(Universe), A.LA., Inc., A.LA. Wyoming Insurance, Inc., AlA Travel, Inc.
and AlA Bancard Services Corporation.
All material intercompany
transactions have been eliminated in consolidation.
Investments Bonds are valued at cost, adjusted for amortization of premium or discount
and other-than-temporarymarket value declines. Common stocks are carried
at market value. Mortgage loans and policy loans are carried at unpaid
principal balances. Real estate is carried at cost less depreciation.
Depreciation is provided on a straight-line basis over the estimated useful
life of forty years for buildings. Short-term investments are carried at
cost, which approximates market value. Gains and losses on disposition
of securities are recognized at the time of disposition with the amount
of gain or loss determined on the specific identification basis. Changes
in market values of common stocks are charged or credited directly to
stockholders' equity without affecting net income.
Deferred Acquisition Costs Costs of acquiring insurance business which vary with and are primarily
related to the production of such business are deferred and amortized over
the period the related premiums are recognized.
Such costs include
commissions and certain expenses related to policy issuance and
underwriting. Deferred acquisition costs are included in prepaid expenses
in the accompanying balance sheets.
Property and Equipment Property and equipment are carried at cost less accumulated depreciation.
Where applicable, cost includes interest and real estate taxes incurred
during construction and other construction related costs. Depreciation
is computed principally by the straight-line method using lives of forty
years for buildings and three to ten years for equipment.
Intangibles The cost of licenses acquired is being amortized on a straight-line basis
over forty years.
The present value of insurance in force is being
amortized over the premium-paying period of the related policies, estimated
to be eight years, and is based upon an actuarially determined formula.
Goodwill and other intangibles are being amortized over lives from five
to forty years on a straight-line basis.
Policy Benefits and Other Policy Liabilities Ordinary life insurance policy benefit liabilities are computed on a net
level premium method using assumptions with respect to current investment
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AlA SERVICES CORPORATION
Notes to Consolidated Financial Statements
December 31, 1989 and 1988

Note 1 - Summary of Significant Accounting Policies (continued)
Policy Benefits and Other Policy Liabilities (continued) yield, mortality, withdrawal rates, and other assumptions determined to
be appropriate as of the date the business was issued or purchased by the
Company.
Such estimates were based upon past experience adjusted to
provide for possible adverse deviation from the estimates.
The liability for unpaid claims is an estimate of payments to be made on
insurance claims for reported losses and estimates of incurred but not
reported claims.
Participating life insurance policies have been issued by the Company's
life insurance subsidiary which entitle the policyholder to share in the
earnings of the participating policies, provided that a dividend
distribution is authorized by the insurance company.
The amount of
dividends declared but undistributed is included in other policy
liabilities. Policyholder dividends do not have a significant effect on
operating income.
Reinsurance Reinsurance premiums, commissions, expense reimbursements and reserves
related to reinsured business are accounted for on a basis consistent with
those used in accounting for the original policies issued and the terms
of the reinsurance contracts. Premiums ceded to other companies have been
reported as a reduction of premiums earned; amounts applicable to
reinsurance ceded for future policy benefits and claim liabilities have
been reported as reductions of these items; and expense reimbursements
received in connection with reinsurance ceded have been accounted for as
a reduction of the related policy acquisition costs.
Recognition of Premium Revenues and Costs Premiums on life insurance and annuity contracts are recognized as revenue
when due. Benefits, losses and related expenses are matched with earned
premiums in order to recognize income over the term of the contracts. This
matching is accomplished by means of the provision for future policyholder
benefits, estimated unpaid losses and the amortization of deferred policy
acquisition costs.
Administrative Fees A.LA., Inc., a significant subsidiary, is a group health and life
insurance administrator conducting most of its business through various
trusts which accumulate and invest premiums collected for the policy
groups. These trusts include the Grain Growers Association Membership and
Insurance Trust, the National Growers and Stockmens Group Trust, the
National Agri-Business Insurance Trust and the AlA Producers Trust. The
Company also provides administrative and data processing services for these
trusts. All administrative fees earned result from such arrangements.
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AIA SERVICES CORPORATION

Notes to Consolidated Financial Statements
December 31, 1989 and 1988

Note 1 - Summary of Significant Accounting Policies (continued)
Income Taxes The Company files separate consolidated income tax returns for its life
insurance and non-life insurance subsidiaries. Generally, taxation as a
life insurance company results in a tax rate significantly lower than the
regular tax rate.
Deferred income taxes are provided for timing differences between financial
reporting income and taxable income. These differences result primarily
from the methods used in the calculation of future policy benefits, policy
acquisition costs and depreciation expen~e.
Cash Equivalents Cash equivalents are comprised of cash and funds temporarily invested (with
original maturities not exceeding three months) as part of the Company's
management of day-to-day operating cash receipts and disbursements.
Note 2 - Investments
The December 31 carrying values, cost and market values of investments are
shown below. Fixed maturity invest~ents are not intended to be sold in
the normal course of business and are usually held until maturity.
1989
Fixed maturities at amortized cost
(market: 1989 - $9,249,913;
1988 - $4,927,343)
Equity securities at market
(cost: 1989 - $240,256;
1988 - $112,747)
Mortgage loans
Policy loans
Real estate, net of accumulated
depreciation of $464,366 and
$394,592
Short-term investments

1988

$ 9,345,457

$5,113,868

224,759
343,108
525,349

98,750
375,510
622,587

1,884,793
948,605

1,870,518
922,010

$13,272,071

$9,003,243

At December 31, 1989, investments with a carrying value of $1,021,973 are
on deposit with certain state insurance departments in order to meet
regulatory requirements.

10

AFFIDA VIT OF AIMEE GORDON

b~31
AIA0028865

AlA SERVICES CORPORATION

Notes to Consolidated Financial Statements
December 31. 1989 and 1988

Note 2 - Investments (continued)
Investment income consists of the following:

1988

1989
Bonds
Common stocks
Mortgage loans
Policy loans
Real estate
Short-term investments
Other

$

Total
Less investment expenses
Investment income

618,952
7,485
30,750
38,630
183,160
127,097
327,823

$

482,708
10,120
34,074
39,788
295,303
154,201
77 ,332

1,333,897
2,191

1,093,526
1,664

$1,331,706

$1,091,862

Realized gains on investments were $1,274 for 1989 and $173,479 for 1988.
Unrealized losses on equity securities were $1,500 in 1989 and $1,439 in
1988.
Note 3 - Property and Equipment
Property and equipment used by the Company consisted of the following at
December 31:

Company occupied properties
Furniture and equipment
Transportation equipment
Less accumulated depreciation

1989

1988

$2,195,597
1,161,021
1,036,933

$2,142,947
1,013,921
1,036,933

4,393,551
1,513,691

4,193,801
1,228,120

$2,879,860

$2,965,681

Note 4 - Real Estate Under Lease Agreements
The Company leases commercial office space as
various agreements with terms ranging from one
are accounted for under the operating method.
insurance on the buildings and provides for

lessor from Universe under
to five years. Such leases
The Company pays taxes and
their general maintenance.
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AIA SERVICES CORPORATION

Notes to Consolidated Financial Statements
December 31, 1989 and 1988

Note 4 - Real Estate Under Lease Agreements (continued)
The cost of real estate and its related accumulated depreciation under
operating leases at December 31, was $1,924,197 and $398,213 in 1989 and
$1,840,148 and $237,033 in 1988.
Minimum noncancellable lease payments to be received under lease agreements
in excess of one year as of December 31, 1989 are as follows:
1990
1991
1992
1993
1994

$108,255
67,200
36,000
36,000
36,000
$283,455

Note 5 - Policy Benefits and Other Policy Liabilities
Policy benefits and other policy liabilities at December 31 were as
follows:

Future policy benefits
Unpaid claims
Other policy liabilities

1989

1988

$ 8,556,367
1,923,717
56! 736

$5,734,613
80,778
140!000

PO,536,820

~5!955,391

Note 6 - Reinsurance
Universe is involved in both cession and assumption of reinsurance with
other companies. Future policy benefits and unpaid claims relating to
insurance ceded ($2,892,998 at December 31, 1989 and $4,691,264 at December
31, 1988) are not provided in the Company's financial statements. Universe
would remain liable to the extent the reinsuring companies are unable to
meet their obligations.
Ceded premiums earned were $7,830,506 and
$1,022,760 for 1989 and 1988, respectively. Assumed premiums earned were
$6,092,441 and $234,683 for 1989 and 1988, respectively.
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AIA SERVICES CORPORATION

Notes to Consolidated Financial Statements
December 31. 1989 and 1988

Note 7 - Mortgages and Notes Payable
Mortgages and notes payable consist of the following:

Mortgages on real estate - 9 to 13 1/2%
due 1989 to 2002
Notes payable:
Bank loan - at prime plus 17., due
1992, collateralized by insurance
subsidiary's stock and certain
cash balances
Bank loans - prime plus 1% to plus
2%, due 1989 to 1998, unsecured
Term loans - prime plus 1.75% to
147., due 1990 to 1996, collateralized by transportation equipment

1989

1988

$1,339,301

$1,424,990

1,666,059

2,099,828
140,560

714,207
$3,719,567

745,830
$4,411,208

At December 31, 1989, the bank's prime rate was 10.5%.
Aggregate
maturities of mortgages and notes payable over the next five years at
December 31, 1989, are as follows:

$ 733,612

1990
1991
1992
1993
1994
Thereafter

871,419
681,656
300,753
122,959
1,009,168
$3,719,567

Mortgages and notes payable at December 31, 1989 of $2,859,597 have been
personally guaranteed by the majority stockholders.
Note 8 - Stated Value Preferred Stock
In January, 1988, the Company issued 200,000 shares of no par,
nonparticipating stated value preferred stock. The stock is convertible
into common stock on a basis of .875 shares of preferred to 1 share of
common stock, exercisable by the tendering of the preferred stock.
The preferred stock is redeemable at the option of the Company at prices
ranging from $8 per share currently, to $10 per share after September 14,
1993. Effective September 15, 1993, the outstanding preferred stock is
subject to mandatory redemption upon notice by the shareholder.
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AIA SERVICES CORPORATION

Notes to Consolidated Financial Statements
December 31, 1989 and 1988

Note 8 - Stated Value Preferred Stock (continued)
The difference between the estimated fair value of the preferred stock at
the date of issuance and the mandatory redempt.ion value is being recorded
through periodic charges, using the interest method, to retained earnings.
If the Company dissolves, the preferred stock has liquidating preference
over common shareholders in amounts equal to its redemption value. The
holders of t.he preferred stock have the right, voting separately as a
class, to elect one member to the Board of Directors.
Note 9 - Regulatory Requirements and Restrictions
Generally, the net assets of Universe available for transfer to the Company
are limited to the amounts by which Universe's net assets exceed minimum
capital requirements.
Statutory stockholder's equity of Universe was $6,031,249 and $3,439,520
at December 31, 1989 and 1988, respectively. Net income of Universe as
determined using statutory accounting principles, amounted to $1,907,821
and $213,766, respectively.
Note 10 - Stock Options and Agent Incentive Stock Plans
Options for 12,500 shares of common stock, exercisable at $3.65 per share,
were granted at fair market value to certain corporate officers under a
nonqualified stock option plan in 1987. In return, such officers agree
to loan the Company an amount not to exceed $90,000, in aggregat.e, if
certain earnings targets are not achieved over a seven-year period
beginning 1987. The loans are convertible to common stock at $3.65 per
share. None of these options have been exercised.
The Company issued options for 33,750 shares of common stock at fair market
value, ($2.37 per share) which were fully exercised at December 31, 1988.
Effective July 1, 1988, the Company adopted the Agents' Stock Ownership
Plan. The plan provides that each partiCipating sales agent shall receive,
as an incentive bonus award, a share or fractional share of common stock
for each life or group health policy sold. Each participant's account is
subject to a five year vesting period.

14

6;),~
AFFIDA VIT OF AIMEE GORDON

AIA0028869

AIA SERVICES CORPORATION
Notes to Consolidated Financial Statements
December 31, 1989 and 1988

Note 11 - Employee Benefit Plans
The Company maintains a profit sharing retirement plan covering
substantially all employees who have completed one year of service.
Employees are fully vested after seven years of participation.
The
Company's contribution to the plan was $50,000 in 1989, and $75,000 in
1988.
On December 31, 1988, the Company established an Employee Stock Ownership
Plan covering employees who have completed one year of service. Employees
are fully vested after five years of participation. The Company made a
cash contribution to the plan of $10,000 in 1988. Subsequent to December
31, 1988, the plan purchased 1,428 shares of the Company's common stock
at $7.00 per share. No contribution was made in 1989.
Note 12 - Operating Leases
The Company leases data processing and office equipment as lessee under
lease agreements which are accounted for as operating leases. The data
processing and office equipment leases expire over the next three years.
In most cases, management expects that such leases will be renewed or
replaced by other leases.
Minimum rental payments required under operating leases that have initial
or remaining noncancellable lease terms in excess of one year as 'of
December 31, 1989 are as follows:
1990
1991
1992

$129,938
37,185
7,938

Total minimum payments required

$175,061

Total rent expense for all operating leases was $212,500 in 1989 and
$187,522 in 1988.
Note 13 - Income Taxes
The provision (benefit) for income taxes consists of the following:
1988

1989
Current
Deferred
Total

$ 315,407
(505 2 400)

$

$(189,993)

$105,930

105 2 930
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SERVICES CORPORATION
Notes to Consolidated Financial Statements
December 31. 1989 and 1988
Note 13 - Income Taxes (continued)
The provision (benefit) for income taxes varied from amounts computed at
the federal statutory rate as follows:
1989

1988

Federal income taxes at statutory rate
Small life insurance company deduction
Tax benefit from net operating loss
carryforward
Net operating loss not providing current
t.ax benef it
Transfer of property to Universe
Other items, net

$ 93,142
(322,479)

$213,651
(16,147)

(256,230)

(87,595)

444,323
(194,000)
45.251

(3,979)

Provision (benefit) for income taxes

$(189,993)

$105,930

Net operating loss carryforwards for tax purposes of approximately
$1, '300,000 are available to offset taxable income prior to their expiration
in 2004.
Note 14 - Related Party Transactions
The Company had transactions with stockholders as follows:
1989
Stockholders receivable, January 1
Advances
Reductions (see Note 15)
Stockholders receivable, December 31

1988

$ 334,557

$ 584,730

318,487

549,767

(344,473)

(799,940 )

$ 308,571

$ 334,557

On December 31, 1989, the Company transferred an investment in real estate
to Universe at its book value of $1,299,686. Universe assumed the related
mortgage loan of $510,006 in connection with the transaction. The transfer
was treated as a contribution of capital to Universe.
See Note 15 for additional related party disclosures.
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AlA SERVICES CORPORATION

Notes to Consolidated Financial Statements
December 31, 1989 and 1988

Note 15 - Supplemental Cash Flow Information
Cash paid for interest and income taxes was as follows:

Interest
Income taxes

1989

1988

$523,372

$502,240

82,306

41,030

In March 1989, the Company redeemed 32,452 shares of common stock in
satisfaction of a receivable from the majority stockholder totaling
$227,164.
In December 1988, the majority stockholder assumed a note payable of
$799,940 in exchange for the cancellation of a note receivable.
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Independent Auditors' Report

Bollinger Plaza
301 D Street
PO Box 499
Lewiston, ID 83501
Telephone (208) 746-3611

Board of Directors
AlA Services Corporation
Lewiston, Idaho
We have audited the consolidated and combined balance sheets of AlA Services
Corporation as of December 31, 1988 and 1987, and the related consolidated
and combined statements of income, stockholders' equity, and cash flows for
the years then ended. These financial statements are the responsibility of
the Company's management. Our responsibility is to express an opinion on
these financial statements based on our audits.
We conducted our audits in accordance with generally accepted auditing
standards. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free
of material misstatement.
An audit includes exam1n1ng, on a test basis,
evidence supporting the amounts and disclosures in the financial statements.
An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall
financial statement presentation.
We believe that our audits provide a
reasonable basis for our opinion.
In our op1n10n, the consolidated and combined financial statements referred
to above present fairly, in all material respects, the financial position of
AlA Services Corporation at December 31, 1988 and 1987, and the results of
its operations and its cash flows for the years then ended in conformity with
generally accepted accounting principles.

February 8, 1989, except for note 14, as to which the date is March 30, 1989.
Lewiston, Idaho
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AlA SERVICES CORPORATION
Consolidated and Combined Balance Sheets
December 31, 1988 and 1987
Assets

Investments
Bonds
Common stocks
Mortgage loans
Policy loans
Real estate, net of accumulated
depreciation of $394.592 and $399,547
Short-term investments
Total
Cash
Accrued investment income
Accounts receivable, net of allowance
of $62,700 and $22,700
Income taxes receivable
Other receivables
Prepaid expenses
Due premiums
Property and equipment
Company occupied properties
Furniture and equipment
Transportation equipment
Less accumulated depreciation
Net property and equipment
Present value of insurance in force
Unamortized cost of licenses acquired
Goodwill and other intangibles
Total assets

1988

1987

$ 5,113.868

$ 4.763.701

98,750
375,510
622,587

100.189
440,346
532,723

1,870,518
922,010

1.545,436
2,270,165

9,003,243

9,652,560

709,681
172,178

363,383
173,709

639,152
41,000
358,094
453,905
194,832

369,186
658,291
427,357
181,046

2,142,947
1,013,921
1,036,933
4,193,801
1,228,120

2,142,756
937,490
1,036,933
4,117,179
966,716

2,965,681

3,150,463

370,900
997,500
277 ,385

532,300
1,023,750
287,310

$16,183,551

$16,819,355

See notes to consolidated and combined financial statements
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AlA SERVICES CORPORATION
Consolidated and Combined Balance Sheets
December 31, 1988 and 1987
Liabilities
1988
Future policy benefits
Unpaid claims
Other policy liabilities
Unearned commissions
Income taxes payable
Mortgages and notes payable
Accounts payable
Deferred income taxes
Total liabilities
Stated value preferred stock - redeemable and
convertible, no par value, 200,000 shares
authorized, issued and outstanding

1987

$ 5,734,613

$ 5,381,808

80,778
140,000
758,624
4,411,208
583,197
832,400

184,893
85,919
993,075
27,000
5,925,881
513,678
726,500

12,540,820

13,838,754

1,360,000

1,259,050

Stockholders' Equity
Common stock - $1 par value, 5,000,000 shares
authorized, 973,749 and 839,999 shares issued
and outstanding in 1988 and 1987
Additional paid-in capital
Net unrealized depreciation of equity securities
Retained earnings
Total stockholders' equity

Total liabilities and stockholders' equity

973,749
254,510
(13,997)
1,068,469

839,999
247,146
(12,558)
646,964

2,282,731

1,721,551

$16,183,551

$16,819,355

See notes to consolidated and combined financial statements
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AlA SERVICES CORPORATION
Consolidated and Combined Statements of Income
For the Years Ended December 31, 1988 and 1987

1987

1988
Revenues
Insurance premiums
Commissions
Investment income
Administrative fees

$ 1,765,651

$ 1,704,941

7,216.926
1,091,862
221,886

7,394,723
769,578
178,596

10,296,325

10,047,838

1,588,287
2,613,318
4,858,353
607,982

1,323.225
2,748,242
4,515.197
687,265

9,667,940

9,273.929

Total revenues
Benefits and expenses
Policy benefits
Commission expense
General and administrative expense
Interest expense
Total expenses
Income before income taxes
Provision for income taxes

773,909
(173,700)

628,385
105,930

Net income

$

522,455

Earnings per common share:

$

.45

$

947,609

.:. .;:8;. :;.1

..!,.$_ _ _

See notes to consolidated and combined financial statements
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AlA SERVICES CORPORATION
Consolidated and Combined Statements of Stockholders' Equity
For the Years Ended December 31, 1988 and 1987

Common
Stock
Balance, December 31, 1986

$

801,000

Additional
Paid-in
CaEital
$1,274,673

Net
Unrealized
Depreciation
of Equity
Securities
$

2,888

Earnin~s

$

Net income for the year

652,261
947,609

Unrealized investment loss

(15,446)

Capital contributions received by
affiliated partnership

8,399

Stock issued in consolidation of
affiliated companies

38,999

762,007

0,035,926)

Distributions to stockholders

(1,714,913)

Balance, December 31, 1987

839,999

(12,558)

247,146

Net income for the year

646,964
522,455

Unrealized investment loss

(1,439)

Capital contributions received by
affiliated partnership

61,096

Stock issued in consolidation of
affiliated partnership
Stock options exercised

100,000

(100,000)

33,750

46,268

Accretion of preferred stock
Balance, December 31, 1988

Retained

(100,950)
$

973,749

$

254,510

$

(13,997)

$1,068,469

See notes to consolidated and combined financial statements
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AlA SERVICES CORPORATION
Consolidated and Combined Statements of Cash Flows
For the Years Ended December 31, 1988 and 1987
1988
Cash flows from operating activities:
Net income
Adjustments to reconcile net income to net cash provided
by operating activities
.
Depreciation and amortization
Loss on sale of equipment
Loss (gain) on sale of investments
Decrease (increase) in accounts receivable
Decrease (increase) in prepaid expenses
Increase (decrease) in accounts payable
Decrease (increase) in income taxes payable
and deferred taxes
Increase in future policy benefits
Decrease in other liabilities

$

947,609

$

514,110

Total adjustments
Net cash provided by operating activities
Cash flows from investing activities:
Proceeds from sale of equipment
Payment received on other receivables
Proceeds expended on other receivables
Capital expenditures
Purchase of bonds and stocks
Proceeds from sale of bonds
Payments received on mortgage loans
Net increase in policy loans
Proceeds from casualty loss
Purchase of short-term investments
Proceeds from redemption of short-term investments

522,455

1987

(173,479)
(268,435)
(40,335)
69,519

577 ,618
139,085
16,125
551,700
496,356
(483,074)

37,900
352,805
(284,485)

(214,003)
434,513
(265,199)

207,600

1, 253,121

730,055

2,200.730

78,787
50,025
118,671
(549,767)
(196,574)
(595,976)
(262.090)
(1,341,031) (2,009,075)
1,014,295
1,083,456
64,836
28,302
(11,463)
(89,864)
289,188
(563,324) (1,607,970)
1,911,479
1,232,815
189.861

Net cash (used) provided by investing activities
Cash flows from financing activities:
Borrowings of long-term debt
Principal payments of long-term debt
Proceeds from issuance of common and preferred stock
Distributions to stockholders
Partners' capital contributions

(1,545,141)

56,643
1,700,135
(771,376) (1,891,708)
80,018
1,390,803
(1,714,913)
61,097
8,399
(573,618)

(507,284)

Net increase in cash

346,298

148,305

Cash at beginning of year

363.383

215,078

Net cash used by financing activities

Cash at end of year

$

709,681

$

363,383

See notes to consolidated and combined financial statements
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AlA SERVICES CORPORATION
Notes to Consolidated and Combined Financial Statements
December 31, 1988 and 1987

Note 1 - Summary of Significant Accounting Policies
Principles of Consolidation and Combination The consolidated financial statements include the accounts of the
Company and its wholly-owned subsidiaries, Universe Life Insurance
Company, AlA Wyoming Insurance, Inc., A.I.A., Inc., AlA Travel, Inc.,
and AlA Bancard Services Corporation.
Lewiston Land Company, a
previously affiliated partnership, whose assets and liabilities were
transferred into AlA Services Corporation on December 31, 1988, in
exchange for 100,000 shares of common stock at $2.68 per share, has
been combined with the consolidated entities on December 31, 1986.
All material intercompany transactions have been eliminated in
consolidation.
The Company issued 38,999 shares of common stock and 200,000 shares of
preferred stock in exchange for 100% of the common stock of A. I .A.,
Inc., AlA Travel, Inc. and AlA Bancard Services Corporation. all of
whom were owned or controlled by shareholders or officers of the
company, and certain other assets owned by such shareholders and
officers.
These transactions are accounted for at historical cost in
a manner similar to that in pooling of interests accounting.
The
accompanying consolidated fj nancial statements are presented giving
effect to the reorganization as if it had occurred January 1, 1987.
The commop. and preferred shares were issued at book value which was
approximately $3.65 per share.
Investments Bonds are valued at cost, adjusted for amortization of premium or
discount and other-than-temporary market value declines.
Common
stocks are carried at market value. Mortgage loans and policy loans
are carried at unpaid principal balances. Real estate is carried at
cost less depreciation.
Depreciation is provided on a straight-line
basis over the estimated useful life of forty years for buildings.
Short-term investments are carried at cost, which approximates market
value.
Realized gains and losses are determined on the basis of the cost of
the specific assets sold.
Changes in market values of common stocks
are reflected as unrealized appreciation or depreciation directly in
stockholders' equity and, accordingly, have no effect on net income.
Property and Equipment Property
and
equipment
is
carried
at
cost
less
accumulated
depreciation.
Where applicable, cost includes interest and real
estate
taxes
incurred
during
construction
and
other
construction-related costs.
Depreciation is computed principally by
the straight-line method using lives of forty years for buildings and
three to ten years for equipment.
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AlA SERVICES CORPORATION
Notes to Consolidated and Combined Financial Statements
December 31. 1988 and 1987

Note 1 - Summary of Significant Accounting Policies (Continued)
Amortization The cost of licenses acquired is being amortized on a straight-line
basis over forty years.
The present value of insurance in force is
being amortized over the premium-paying period of the related
policies, estimated to be eight years, and is based upon an
actuarially determined formula.
Goodwill and other intangibles are
being amorti.zed over lives from five to forty years on a straight-line
basis.

Future Policy Benefits and Claims Ordinary life insurance future policy benefit liabilities are computed
on a net level premium method using assumptions with respect to
current investment yield. mortality. withdrawal rates, and other
assumptions determined to be appropriate as of the date the business
was issued or purchased by the Company.
Such estimates were based
upon past experience adjusted to provide for possible adverse
deviation from the estimates.
Claims liabilities represent the estimated liabilities for claims
reported plus claims incurred but not yet reported based on
statistical analysis of historical claims experience.

Participating Policies Participating life insurance policies have been issued by the
Company's life insurance subsjdiary which entitle the policyholder to
share in the earnings of the participating policies. provided that a
dividend distribution is authorized by the insurance company.
The
amount of dividends declared but undistributed is included in other
policy liabilities. Poltcyholder dividends do not have a significant
effect on operating income.

Recognition of Premium Revenues and Costs Premiums on life insurance and annuity contracts are recognized as
revenue when due.
Benefits and expenses are matched with earned
premiums in order to recognize income over the term of the contract.
This matching is accomplished by means of the provision for future
policyholder benefits.
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AlA SERVICES CORPORATION
Notes to Consolidated and Combined Financial Statements
December 31, 1988 and 1987

Note 1 - Summary of Significant Accounting Policies (Continued)
Administration Fees A. LA •• Inc .• a significant subsidiary, is a group health and life
insurance administrator which conducts most of its business through
various trusts which accumulate and invest premiums collected for the
policy groups.
These trusts include the Grain Growers Association
Membership and Insurance Trust, the National Growers and Stoclonens
Group Trust, and the National Agri-Business Insurance Trust.
The
Company also provides administrative and data processing services for
these trusts.
All administration fees earned result from such
arrangements.
Income Taxes The Company files separate consolidated tax returns for its life
insurance and non-life insurance subsidiaries. Generally, taxation as
a life insurance company results in a tax rate significantly lower
than the normal tax rate.
Deferred' income taxes are provided for timing differences between
financial reporting income and taxable income.
These differences
result primarily from the methods used in the calculation of future
policy benefits and depreciation expense.
Earnings Per Common Share The computations of earnings per common and common equivalent share
are based on the weighted average number, of common and common
equivalent shares outstanding during the periods.
For purposes of
determining the number of common and common equivalent shares
outstanding, the Company considers stock option grants and convertible
stated value preferred stock to be common share equivalents.
The
earnings per common and common equivalent shares have been calculated
as though such conversions had taken place at December 31, 1986. The
average number of outstanding shares used in these computations were
1,172,115 in 1988 and 1,164,116 and 1987.

Note 2 - Investments
The estimated market value of bonds at December 31 is $4,927,343 in
1988 and $4,611,524 in 1987. Bonds are not intended to be sold in the
normal course of business and are usually held until maturity. The
cost of common stocks at December 31, is $112,747 in 1988 and 1987.
At December 31, 1988, investments with a carrying value of $1,024,052
are on deposit with certain state insurance departments to meet
regulatory requirements.
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AlA SERVICES CORPORATION
Notes to Consolidated and Combined Financial Statements
December 31, 1988 and 1987

Note 2 - Investments (Continued)
Investment income consists of the following:
Bonds
Common stocks
Mortgage loans
Policy loans
Real estate
Short-term investments
Other

$

1988
482,708
10,120
34,074
39,788
295.303
154,201
77 ,332

Total
Less investment expenses

1,093.526
1.664

Investment income

$1,091,862

$

1987
431,943
10,113
39,111
14,210
176,980
146,500
818,857
49,279

$

769,578

Realized gains and (losses) on investments amounted to $173,479 for
1988 and ($16,125) for 1987.
Unrealized losses on equity securities amounted to $1,439 in 1988 and
$15,446 in 1987.

Note 3 - Real Estate Under Lease Agreements
The Company leases commercial office space as lessor, under various
agreements with terms ranging from one to five years. Such leases are
primarily accounted for under the operating method. The Company pays
taxes and insurance on the buildings and provides for their general
maintenance.
The cost of real estate and its related accumulated
depreciation under operating leases at December 31, was $1,840,148 and
$237,033 in 1988 and $1,583,696 and $354,430 in 1987.
Minimum noncancellable lease payments to be received under lease
agreements in excess of one year as of December 31. 1988 are as
follows:

1989
1990
1991
1992
1993

$

139,495
79,425
67,200
36,000
36,000
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AlA SERVICES CORPORATION
Notes to Consolidated and Combined Financial Statements
December 31, 1988 and 1987

Note 4 - Other Receivables
Other receivables consist of the following:
1988

1987

Stockholders' advances - subsequently
paid in March, 1989 (see note 14)
Notes receivable

$

334,557
23,537

$

584,730
73,561

Total other receivables

$

358,094

$

658,291

Note 5 - Reinsurance
The Company reinsures portions of insurance it underwrites.
The
maximum amount of life insura'Lce retained by the Company on anyone
life is $50,000.
A summary of reinsurance data follows:
Gross

Year Ended

Decen:ber 31,

1988

1987

Description
Aunmt
Life ::insurance in
force (00»)
241,974
$
Insurance premiums
$ 2,553,728
Future policy benefits $ 10,343,936
Life insurance in
force (000)
$
333,870
Insurance preniu:n.s
$ 2,738,713
Future policy benefits $ 9,077,539

Ceded to
Other
O:l:rpanies

AssuIl:ed

Fran Other
Canpanies

Net
Annmt

177,361
1,022,760
4,669,264

100,776
234,683
59,941

165,389
1,765,651
5,734,613

243,067
1,331,501
3,764,644

118,457
297,729
68,913

209,260
1,704,941
5,381,808

The Company is contingently liable for the policies reinsured in the
event the reinsurance companies are unable to pay their portion of any
resulting claim. Management believes that any potential liability in
this connection is extremely remote.
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AlA SERVICES CORPORATION
Notes to Consolidated and Combined Financial Statements
December 31. 1988 and 1987

Note 6 - Mortgages and Notes Payable
Mortgages and notes payable consist of the following:
Mortgages on real estate - 9 to 13!%, due
1989 to 2002
Notes payable:
Bank loan - at prime plus 1%, due 1992,
collateralized by subsidiary company's
stock and certain cash balances
Bank loans - at 9%. due 1988,
collateralized by certificates of deposit
Bank loans - prime plus 1% to plus 2%,
due 1989 to 1998. unsecured
Term loans - prime plus 1.75% to 147due 1990 to 1996, collateralized by
transportation equipment
Term loan - 8~%, due 1995, unsecured

1988

1987

$1,424,990

$1,505,276

2,099,828

2,378,929
363,457

140,560

832.636

745,830

760,583
85,000

$4,411,208

$5,925,881

At December 31, 1988, the bank's prime rate is 10.50%.
Aggregate
maturities of mortgages and notes payable over the next five years at
December 31, 1988, are as follows:

1989
1990

1991
1992
1993

Remainder

$1,135,720
691,827
1,374,996
189,430
308,755
710,480
$4,411,208

Notes payable at December 31, 1988, of $3,968,465 have been personally
guaranteed by the majority stockholders.

AFFIDA VII OF AIMEE GORDON

~q(;i)
AIA0028850

13
AlA SERVICES CORPORATION
Notes to Consolidated and Combined Financial Statements
December 31, 1988 and 1987

Note 7 - Stated Value Preferred Stock
In January, 1988, the Company issued 200,000 shares of no par,
non-participating stated value preferred
stock.
The
stock is
convertible into common stock on a basis of 1.25 shares of preferred
to 1 share of common stock, exercisable by the tendering of the
preferred stock.
The preferred stock is redeemable at the option of the Company at
prices ranging from $8.00 per share currently, to $10 per share after
September 14, 1993.
Effective September 15, 1993, the outstanding
preferred stock is subject to mandatory redemption upon notice by the
shareholder.
The difference between the estimated fair value of the preferred stock
at the date of issue and the mandatory redemption value is being
recorded through periodic accretions, using the interest method with a
related charge to retained earnings.
If the Company dissolves,
the preferred stock has liquidating
preference over common shareholders in amounts equal to its redemption
value.
The holders of the preferred stock have the right, voting
separately as a class, to elect one member to the Board of Directors.

Note 8 - Stockholders' Equity
The Company is not restricted from paying dividends; however, dividend
restrictions are imposed by regulatory authorities on its wholly-owned
insurance subSidiary.
The subsidiary is required to maintain m~n~mum capital and surplus,
determined in accordance with regulatory accounting practice, in the
aggregate amount of $1,050,000 and may not pay dividends to
stockholders in excess of statutory unassigned surplus.
Total
stockholders' equity exceeds the minimum capital and surplus required
by law by $2,389,520 in 1988 and $2,401,042 in 1987.

6;2,6/
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AlA SERVICES CORPORATION
Notes to Consolidated and Combined Financial Statements
December 31, 1988 and 1987

Note 9 - Stock Options and Agent Incentive Stock Plans
Options for 12,500 shares of common stock, exercisable at $3.65 per
share, were granted at fair market value to certain corporate officers
under a non qualified stock option plan in 1987.
In return, such
officers agree to loan the Company an amount not to exceed $90,000, in
aggregate, if certain earnings targets are not achieved over a
seven-year period beginning in 1987.
The loans are convertible to
common stock at $3.65 per share.
None of these options have been
exercised.
The Company issued options for 33,750 shares of common stock at fair
market value, ($2.37 per share) which were fully exercised at December
31, 1988.
In December. 1988, the Company adopted the Agents' Stock Ownership
Plan which became effective on July I, 1988. The plan provides that
each participating sales agent shall receive as an incentive bonus
award, a share or fractional share of common stock for each life or
group health policy sold.
Each participant's account is subject to a
five year vesting period.

Note 10 - Employee Benefits Plans
The Company maintains a profit sharing retirement plan covering all
employees who have completed one year of service. Employees are fully
vested after seven years of participation. The Company's contribution
to the plan was $75,000 in 1988, and $80,000 in 1987.
On December 31, ]988, the Company established an Employee Stock
Ownership Plan covering all employees who have completed one year of
service.
Employees
are
fully
vested
after
five
years
of
participation. The Company's contribution to the plan was $10,000 in
1988.
Subsequent to December 31, 1988, the plan purchased 1,428
shares of the Company's common stock at $7.00 per share.
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AlA SERVICES CORPORATION
Notes to Consolidated and Combined Financial Statements
December 31, 1988 and 1987

Note 11 - Operating Leases
The Company leases data processing and office
under lease agreements which are accounted for
The data processing and office equipment leases
three years. In most cases, management expects
be renewed or replaced by other leases.

equipment as lessee
as operating leases.
expire over the next
that such leases will

Minimum rental payments required under operating leases that have
initial or remaining noncancellable lease terms in excess of one year
as of December 31, 1988 are as follows:
1989
1990
1991
Total minimum payments required

$

105,456
98,921
24,122

$

228,499

Total rent expense for all operating leases is $187,522 in 1988 and
$133,077 in 1987.

Note 12 - Income Taxes
The provision for income taxes differs from amounts currently payable
because of timing differences in reporting certain items for financial
statement and tax purposes.
The provision for income taxes consists of the following components:
Federal income taxes at statutory rate
Small life insurance company deduction
Excess future policy benefits
Accelerated depreciation
Other items, net
Tax benefit from net operating loss
carryforward
Net loss (earnings) of companies electing
tax-option status
Reduction in deferred taxes due to tax
rate change
Provision for income taxes

$

1988
226,100 $
(13,500)
(66,400)
(60,000)
50,730

1987
282,800
(38,300)
2,200
(22, 000)

(87,600)
56,600

(270,600)
(127,800)

$

105,930

$ (173,700)

b~63
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AlA SERVICES CORPORATION
Notes to Consolidated and Combined Financial Statements
December 31, 1988 and 1987

Note 12 - Income Taxes ,{Continued)
Certain companies in the consolidated group had elected tax-option
status and, accordingly, were not subject to income taxes.
The
following schedule discloses the pro forma effect on net income
assuming all companies were taxable corporations:
1988
Net income before income taxes

$

Provision for income taxes
Pro forma adjustment for tax-option
companies
Pro forma provision for income taxes
Pro forma net income

$

628,385

1987

$

773,909

105,930

173,700

31,000

183,000

136,930

356,700

491,455

$

417,209

Note 13 - Supplemental Cash Flow Information
Cash paid for interest expense and income taxes is as follows!
Interest expense
Income taxes

$

1988
502,240
41,030

$

1987
593,759
38,239

Schedule of noncash investing and financing activities:
On December 30, 1988, the majority stockholder assumed a note payable
of $799,940 in exchange for the cancellation of a note receivable.
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~otes

to Consolidated and Combined Financial Statements
December 31, 1988 and 1987

Note 14 - Subsequent Events
In January, 1989, the Board of Directors adopted certain incentive
stock option plans to secure and retain key employees.
Under the
provisions of the non-qualified stock bonus plans and incentive stock
option plans for sales agents and key employees, approximately 504,283
shares of common stock have been reserved for issuance subsequent to
December 31, 1988 of which options for 101,428 shares have been
granted at $7.00 per share.
On March 9, 1989, the Board of Directors authorized the sale of up to
400,000 shares of its common stock in a public offering. The offering
is expected to raise apprOXimately $4 million to be used by Universe
Life Insurance Company, its wholly-owned insurance subsidiary, to
underwrite group health risks.
On March 15, 1989, the Company received a cash payment of $107,587 and
repurchased 32,452 shares of its stock at $7.00 per share in
satisfaction of stockholders' advances totaling $334,557.

6)'65
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PANNELL

KERR
FORSTER
Certified Public Accountants
North 222 Walt
Suite 310
Spokane, WA 99201
Telephone (509) 624-4372
Cable PANKERR SPOKANE

The Board of Directors
ALA Services Corporation
Lewiston, Idaho
\;;e have compiled the accompanying combined balance sheets - statutory basis of
AlA Services Corporation as of December 31, 1987 and 1986 and the related
combined statements of income and retained earnings - statutory basis and other
accompanying data presented only for additional analysis purposes for the years
then ended, in accordance with standards established by the American Institute
of Certified Public Accountants. The financial statements have been prepared on
the accounting basis used by the Company for reporting to state insurance
authorities which is a comprehensive basis of accounting other than generally
accepted accounting principles.
A compilation is limited to presenting in the form of financial statements
information that is the representation of management. We have not audited or
reviewed the accompanying financial statements and. accordingly, do not express
an opinion or any other form of assurance on them.
Management has elected to omit substantially all of the disclosures ordinarily
included in financial statements prepared on the statutory basis of accounting.
If the omitted disclosures were included in the financial statements, they might
influence the user I s conclusions about the Company's financial position and
results of operations. Accordingly, these financial statements are not designed
for those who are not informed about such matters.
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AIA SERVICES CORPORATION
Combined Balance Sheets - Statutory Basis
December 31, 1987 and 1986
(See Accountants' Compilation Report)

Assets
1987
Investments
Bonds
COl!!Illon stocks
Company occupied properties
Furniture and equipment
Real estate
Mortgage loans
Policy loans
Other

$

4,763,700
100,189
2,050,920
1,099,542
180,210
440,346
532,723

1986
$

3,922,313
14,190
2,016,004
1,282,151
468,648
521,260
1,500

2,652,235

2,221,297

Receivables
Commissions
Agents' advances
Reinsurance
Interest
Stockholders
Other

82,123
172,132
584,730
328,000

59,742
121,850
227,527
224,559
273,620
450,996

Deferred premiums

686,616

1,005,618

Prepaid agents' commissions

399,087

496,500

17,151

18,346

1,873,147

2,218,049

845,448

740,078
227,500
43,477

Cash and time deposits

Prepaid expenses
Excess of cost over net assets
Notes receivable
Lewiston land
Officers
Other

22,838

Other assets
Total assets

AFFIDAVIT OF AIMEE GORDON

$ 16,808.299

$ 16,578,063
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AlA SERVICES CORPORATION
Combined Balance Sheets - Statutory Basis
December 31, 1987 and 1986
(See Accountants' Compilation Report)

Liabilities and Stockholders' Equity
1986

1987
Liabil ities
Bank overdraft
Future policy benefits
Unpaid policy claims
Miscellaneous policy liabilities
Mortgages, notes payable and
capital leases
Officers
Accounts payable and accrued expense
Unearned commissions
Income taxes payable
MSV reserve
Other liabilities
Total liabilities
Stockholders' equity
Stated value preferred stock - no par
value, 200,000 shares authorized,
issued and outstanding
Common stock - $1.00 par value per
share, 5,000,000 shares authorized.
839,999 shares issued and outstanding
in 1987
Additional paid-in capital
Unassigned surplus
Retained earnings

$

$

6,575,828
184,893
85,919
4,820,575
785,071
993,075
27,000
86,391
13,558,752

Total liabilities and
stockholders' equity

AFFIDA VIT OF AIMEE GORDON

4,281,349
709,057
983,855
1,144,684
12,750
58,359
42,836
13,815,984

1,259,050

839,999
1,242,892
(92,394)

824,240
2,336,386
(280,811)

Partners' deficit
Total stockholders' equity

78,185
6,139,733
123,151
242,025

(117,736)
3,249,547

2,762,079

$ 16,808,299

$ 16,578,063

6;) 7/

AIA0028828

4

AlA SERVICES CORPORATION
Combined Statements of Income and Retained Earnings - Statutory Basis
For the Years Ended December 31, 1987 and 1986
(See Accountants 1 Compilation Report)

1986

1987
Revenues
Premiums
Commissions
Administrative fees
Investments
Other

$

1,501,571
7,497,809
295,722
642,571
7,811

$

163,952
7,333,624
239,798
122,039
7,656

Total revenues

9,945,484

7,867,069

Expenses
Policy benefits
Commissions
General and administrative
Selling
Interest
Depreciation
Other

1,324,962
2,736,858
2,904,891
972,420
585,575
220,435
60,402

24,891
2,761,128
3,494,707
845,001
173,753
222,193
926

Total expenses

8,805,543

7,522,599

1,139,941

344,470

57,000

22,151

1,082,941

322,319

Income before income taxes
Provision for federal income taxes
Net income
Retained earnings/capital
Beginning balance
Dividends paid
Business investment
Income taxes
Personal
Universe Life merger
Deficit assumed
Capital reclassification
Statutory changes in unassigned
surplus
Amortization of goodwill
Business reorganization adjustment
Ending balance

(398,547)
(l, 298,035)

(220,000)
(196,878)

1,328,071
(1,044,062)
(198,228)
(134,272)
(927,500)
255,125

(65,131)
(221,812)
1,225,068
$

(92,394)

(398,547)
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AlA SERVICES CORPORATION
Financial Statements - Statutory Basis
for the years ended
December 31, 1987 and 1986
Accompanying Data
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AlA SERVICES CORPORATION AND SUBSIDIARIES
COMBINING SCHEDULES OF ASSETS AND LIABILITIES - 1987
SEE ACCOUNTANT'S COMPILATION REPORT
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AlA SERVICES CORPORATION AND SUBSIDIARIES
COMBINING SCHEDULES OF ASSETS AND LIABILITIES - 1987
SEE ACCOUNTANT'S COMPILATION REPORT
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COMBINING SCHEDULES OF ASSETS AND LIABILITIES - 1986
SEE ACCOUNTANT'S COMPILIATION REPORT
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Off I CERS
OTHER
INVESTMENT IN SUBSIDIARY
UNIVERSE LIFE
AlA WYOMING, INC
OTHER ASSETS
TOTAL

00

OO~

W~
~.

-......J

~

UNIVERSE LIFE
INSURANCE CO_I
LI FE OF IDAHO

AlA
WYOMING, INC_

ADJUSTMENTS
AND
ELIMINATIONS

3922313
14190
1976004

AlA, INC

TAYlOR
BROTHERS
AIRCRAFT

AlA TRAVEL INC

ELIMINAT IONS

(GLOBAL TRAVEL)

14190
1976004

1/·19C

40000
224096

2

904238

2092872

32387

1500
68920

521260
1500
2221297

59505

59742
121850

273620

227527
224559
200000
275203
1005618

-200000
17061

227527
224559
273620
292264
1005618

22497

18225

59742
121850
227527
224559
273620
450996
1005610
496500

118010

496500
12660

2022588

2022588

)4

153817

468648
521260

1945605

COMBINEr
TOTALS

3922313

392t313

468648
521260
114880

AlA SERVICES
CORPORA TI ON
(CONSOLI DA TED)

5686

1831.6

195461

221"()49

740078
254613
394112
227500
43477

-254613
-394112
227500
43477

-3414018
-9934

3414018
9934

22836

22838

22838
.. . .. ... ...... ..
5835040

10780927

72286

-3623952

13064301

2707545

922463

532479

-646725

16578063
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AlA SERVICES CORPORATION AND SUBSIDIARIES
COMBINING SCHEDULES OF ASSETS AND LIABILITIES· 1986
SEE ACCOUNTANT'S COMPILIATION REPORT

;J>
>-rj
>-rj

6;J>
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~
o

AlA SERVICES
CORPORATION

>-rj

;J>

.......

$:

tTl
tTl

Q

o

6
o
z

LIABILITIES
OANK OVERDRAFT
FUTURE POLICY BENEFITS
UNPAID POLICY CLAIMS
MISCELLANEOUS POLICY LIABILITIES
MORTGAGES, NOTES PAYABLE AND CAPITAL LEASES
OfFICERS
ACCOUNTS PAYABLE AND ACCRUED EXPENSE 411088
UNEARNED COMMISSIONS
INCOME TAXES PAYABLE
M S V RESERVE
LONG-TERM DEBT
2500000
OTHER LIABILITIES

TOTAL LIABILITIES
STOCKHOLDER EOUITY
STATED VALUE PREFERRED STOCK
COMMON STOCK
ADDITIONAL PAID-IN CAPITAL
UNASSIGNtD SURPLUS
RETAINED EARNINGS
PARTNERS' DEFICIT

TOTAL STOCKHOLDERS EOUITY

>
o>
~

TOTAL LIABILITIES AND
STOCKHOLDERS EOUI TV

UNIVERSE LIFE
INSURANCE CO./
1I FE OF IDAHO

AlA
~YOMING,

INC.

ADJUSTMENTS
AND
ELIMINATIONS

6139733
123151
242025
649719

AlA SERVICES
CORPORATION
(CONSOLIDATED)

613'9733
123151
242025
649719

143236

17452

10686
58359

2064

-200000

7366909

62352

801000
2114018

1000000
2414018

1000

TAYlOR
BROTHERS
AIRCRAfT

67818

10367

AlA TRAVEL INC
(GLOBAL TRAVEL)

ELIMINATIONS

COMBINEO
TOTALS
78185
6139733
P-'51
;S

266434

1025257

488661.

453202
1144684

4575

709057
154302

1040199

1352023

-648725
983855
1144684
12750
58359
2500000
421336

12750
58359
2500000
42836

42836

2911088

371776

AlA, INC

·200000

10140349

1932138

-1001000
·2/.14018

801000
2114018

3500
2748

19740
219620

-8934

8934

769159

·1058904

-648725

13815984

824240
2336386

o
8934

8934

1

·117736

2923952

3414018

9934

·3423952

2923952

775407

5835040

10780927

72286

·3623952

13064301

2707545

===~=::::==

-117736

-819544

922463

532479

~=~~===:

====~===

o
-648725

2762079

16578063
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AlA SERVICES CORPORATION AND SUBSIDIARIES
COt'IBINING STATEMENTS OF INCOHE • 1986
SEE ACCOUNTANTS COMPILATION REPORT
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'Tj
'Tj
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ADJUSTMENTS

u

>-<
~
o
>'Tj

~

ld
ld

Q

AlA SERVICES
CORPORA TION
REVfNUES
PREMIUMS
(f)'lM I S5 IONS
ADMINISIRATIVE FEES
INVEStMENTS
[QUITY IN EARNINGS Of SUUS
OTHER

o

~

163952
328704

8934

OPERATING EXPENSES
POll CY eUlEr ITS
COl1M I SS IONS
GENERAL AND ADMISTRATIVE
SELLING
INTEREST
DfrRECIAT ION
OTIIER

~~
N

W

0\",
~

BALANCE

72~1

374

TAYlOR
BROTIIERS
AIRCRAfT

6486523
232507
146282

ADJUSTMENTS
AlA TRAVEL, INC
(GLOIJAL TRAVEL)

AlID

I NED
TOTALS

CO~IB

ElIMINAT 10/{S

435915

-9300

11514

-36131

163952
7333624
239798
1220'"

. 893 f•

492656

99447

24891
50448
35229

49053
40033

·8934

592103

24891
99501
75262
52478
39209

7656

111 036

6872968

111036

-111036
4 f ,7/, 29

-156467

7867069

2r.lJ91

2661627
2751821
845001
25415
115320

76309

711651

-120336

SlIOO}

73908

-36131

67164

2761128
31,94707
01.5001
173 753
222193

926

202255

89086

o

291341

6399684

201556

7661.85

-156467

7522599

8934

290401
19833

10361
2318

·8934

300762
22151

I, 73284

-90520

·339056

o

344470

270568

8043

·8934

278611

473284

-90520

·339056

401807

891

402698

1672437

·27216

-7193~8

NET I NCot-lE
8934
RETAINED £ARNINGS(CAPITAL)
9[GINNING BALANCE
OIVIDfliDS PAID
nUSINESS INVESTMENT
INCOME TAXES
PERSONAL
UNIVERSE LIrE MERGER DEfiCIT ASSUMED
CAPITAL REClASSIF ICATION
[NDING

163952
4201,86

91782
7291
374

AlA, INC

o

o

N

ELlMIIIATIOIIS

AlA SERVICES
CORPORATIO/l
(CQJ;SOLlDATED)

926

INCOME fROM OPERATIONS
PROVISION fOR FEDERAL INCOME TAX

~

AIW

57.478
39209

TOTAL OPERATING EXPENSES

>
>
o

AlA
WYOMING, INC.

8934

TOTAL REVENUES

6

LIFE INSURANCE
CO. OF IOAIIO

8934
=:;.:==:====

2215'

o

1328071
·1044062

·1044062
·190228
-134272

o
#2:*====::::::

·190228
-134272

-927500

-927500
255125

·927500
255125
893f,

======:::==:

'393"
=====-:::==-::::::

0931.
==::.:::::::====

322

255125

769159
-117736
·1058901,
========== ========== ====:=~===

o
=======.<::::=
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AFFIDAVIT OF AIMEE GORDON

AIA SERVICES CORPORATION
Consolidated. Bal.ance sheets
September 30, June 30 and March 31, 1995 and December 31, 1994

Assets

Investments
Cash
Accrued investment income
Receivables
Income taxes receivable
Prepaid expenses
Property and equipment, net
Deferred income taxes
Deferred policy acquisition costs
Cost of insurance and licenses acquired

$

$

Total assets

December 31,
1994

June 30,
1995

March 31,
1995

30,399,228
395,205
313,982
5,124,545
250,712
919,602
473,019

$ 33,590,415

$ 39,551,053

337,731
309,17B
5,269,196
250,712
781,934
995,648

3,153,674
1,749,380

3,541,534
3,441,569

88,967
374,541
6,160,413
243,356
852,824
1,078,631
25,910
4,034,951
3,578,916

42,779,34 7

$ 48,517,917

$ 55,989,562

$

60,925,161

$ 24,642,748

$

36,478,328
74 7,000
10,468,970

$

42,464,979
766,000
8,148,827

September 30,
1995

$

43,066,538
432,566
350,514
6,676,813
250,712
878,680
1,158,635
4,394,438
3,716,265

Liabilities
Policy benefits and other policy
liabili ties
Unearned cOmmQssions
Accounts payable and accrued expenses
Deferred income taxes
Mortgages and notes payable
Securities sold under agreement to
repurchase

$

43,834,531
654,000
8,496,434
853,950

53,838,915

Total liabilities

769,000
22,489,781
3,766
1,605,037

49,510,332

1,723,152

1,840,628

6,163,899

6,654,000

55,581,349

59,874,434

Stockholders' Equity (DefiCit) and Long-Term capitalization
Obligation to former majority common
stockholder
Stated value preferred stock
Preferred C stock
Common stock
Additional paid-in capital
Treasury stock
Unrealized losses
Ret;ined earnings (deficit)

7,329,535
1,142,196
180,000
10,795
1,620,000

Total stockholders' equity (deficit)
and long-term capitalization
Total liabilities and stockholders'
equity (deficit) and long-term
capitalization

$

1,828,719

1,865,029

1,903,101

(201,799)
(21,740,295)

1,033,380
771,318
(1,244,153)
(96,802)
(3,284,877)

1,033,380
771,318
(1,244,153)
(339,387 )
(1, 677,974 )

1,033,380
771,318
(1,244,153)
(493,219)
(919,700)

(11,059,568)

(992,415)

42,779,347

$48,517,917

1,050,727

408,213

$ 55, 989, 562

$

60,925,161

The financial information presented herein is derived from the consolidated financial information of
AlA Services Corporation and is presented for purposes of analysis rather than to present the
financial position of the Company. For purposes of this presentation, the obligation to the former
majority stockholder and the stated value preferred stock are included in the section entitled
"Stockholders' Equity and Long-Term Capitalization" which also includes preferred C stock and common
stockholders' equity. Generally accepted accounting principles (GAAP) require that the obligation
to the former majority shareholder be included in the liability section as long-term debt and the
stated value preferred stock be presented above the common stockholders' equity section of the
balance sheet. In addition, management has elected to omit substantially all of the disclosures
required by GAAP. If the financial statements were presented in accordance with GAAP and all
omitted disclosures were included, they might influence the user's conclusions about the Company's
financial position, results of operations and cash flows. Accordingly, these financial statements

are not designed for those who are not informed about such matters.
3
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AIA SERVICES CORPORATION
Consolidated statements 6f Income
For the Three Months Ended September 30, 1995 and 1994
and For the Nine Months Ended September 30, 1995 and 1994

Revenues
Insurance premiums earned
Ceded premiums

Three Months Ended
September 30(

Nine Months Ended
September 30,

1995

1995

$

$

Commissions
Investment income
Administrative fees

1,690,376
23(974
1,015,682

5,767,162
52,914
2,819,533

Total revenues

2,730(032

8(639,609

769,358

2(490,009

1(652,855
196,502

5,852,795
380,673

2,618,715

8,723(477

Benefits and expenses
Policy benefits
Reinsurance recoveries

Commission expense
General and administrative
expense
Interest expense
Total expenses
Income (loss) before provision for
income taxes
Pro~ision for (benefit from)
income taxes
Net income (loss) before discontinued
operations
Net income (loss) from discontinued
operations
Net income

AFFIDA VIT OF AIMEE GORDON

$

lll,317

(83,868)

9(374

__________~(~54,123)

101(943

(29,745)

(11,367,083)

(13,600,572)

( 11 , 265 , 140 )

,;,$===(~1;,;3~,,;;63;;,0;,;,::;;3;;1~7 )
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AlA SERVICES CORPORATION
Consolidated Statements of Stockholders' Equity
For the Nine Months Ended September 30, 1995

~
~

_
'Tj

N~

Obligation
to Former
Majority
Conmon
Stockholder

tj

;t>

<:

>-3

o'Tj
?::;
~
~

Balance, December 31,1994

$

Stated
Value
Preferred
Stock
$1,903,101

Preferred C
Stock
$

Comnon
Stock
$ 1,033,380

Additional
Paid- in
Capita l
$

771,318

Treasury
Stock

Unrealized
Appreci at i on
of Debt
and Equl ty
Securl tl es

$(1,244,153) $

(493,219) $

Net loss
(38,072)

Unrealized holding gains on securities available for sale
Balance, March 31, 1995

otj

Net loss

~

Redemption of stated value preferred stock

153,832
1,865,029

1,033,380

771,318

(1,244,153)

(339,387)

' ,

(36,310)
242,585

Balance, June 30, 1995

1,828,719

1,033,380

771,318

(1,244,153)

(96,802)

Net loss
(86,523)

Unrealized holding gains on securities available for sale

(104,997)
7,500,000
(170,465)

(7,740,027)

Cancellation of outstanding treasury stock

(673,540)

Change in par value of common stock from $1 par to $0.01 par

(356,242)

Three for one stock spli t

(8,310,640)

7,197

(7,197)
7,190,277

Issuance of Preferred C shares

>-o>--

i--I

o

~~
'-l~

~~

8,984,180

356,242

Adjust paid in capital to zero

Balance, September 30, 1995

(3,284,877)
(11,265,140)

Redemption of stated value preferred stOCK

Redemption of stated value preferred stock

(1,677,974)
(1 606 903)

Unrealized holding gains on securities available for sale

Obligation to former majority stockholder

(919,700)
(758,274)

Redemption of stated value preferred stock

%

Retained
Earni ngs

180,000
$ 7,329,535

$1,742,196

$

180,000

(7,190,277)

1,620,000
$

10,7£2

$

1,620,000

$

$

(20',7~) $(21,7~294)

EXHIBITN

AFFIDAVIT OF AIMEE GORDON

AlA Services Corporation
Assumptions to Pro Forma Balance Sheets
June 30, 1995

The accompanying pro forma balance sheets have been prepared using actual balances at March 31,
1995, and giving effect to the transactions described below as ifthose transactions had taken place.
•

Second quarter operations have been estimated based on preliminary financial information.

•

Transfer of the remaining GUH business to Centennial is assumed to occur at June 30. All
balances related to the GUH business have been eliminated. It is assumed Universe retains
the remaining UBIWV reserves. It is also assumed the repurchase agreement obligation is
paid off

•

All of Reed Taylor's stock is assumed to be redeemed by the Company. Consideration for
the stock is as follows: $1.5 million in cash, $6 million note; three airplanes (subject to the
outstanding debt of $670,000); forgiveness of Reed's debit balance of $480,000; forgiveness
of amounts receivable from the CAP program; and distribution of some furniture and
equipment.

•

It is assumed that $3.5 million of Series C Preferred Stock is sold to a small group of
investors, the proceeds from which will be used by the Company to make the down payment
to Reed

•

$500,000 of the proceeds from the sale of the Series C stock is available to redeem the Series
A stock. Additional "A" shares will be redeemed if more "C" shares are sold.

AFFIDA VIT OF AIMEE GORDON

h~t5
AIA0028164

AlA Services Corporation
Pro Forma Consolidated Balance Sheet
June 30,1995

($l,ooo's)

Actual
Consolidated
3/31/95

Bonds
Preferred stocks
Common stocks
Investment in subsidiaries
Mortgage loans
Policy loans
Real estate
Short-term investments
Other invested assets

34,073

Total Investments

39,318

Cash
Investment income due and accrued
Accounts receivable
Income tax refunds receivable
Deferred premiums
Notes receivable
Prepaid expenses
Property and equipment
DeFerred acquisition costs
Insurance in force
Total assets

Future policy benefrts
Claim liabilities
Other policyholder funds
Affiliated payables
Accounts payable and accrued expenses
Unearned commissions
Mortgages and notes payable
Total liabilities
Series A preferred stock
Series B preferred stock
Series C preferred stock
Common stock
Additional paid-in capital
Treasury stock
Unrealized gains and losses
Retained eamings
Total stockholders' equity
Total liabilities and stockholders' equity

Estimated
2nd Qtr.
Operations

Transfer

Sale of

GUH

fhares

~,,",,

245
415

, 3,SOIl

Redeem
Reed's
stock
(1,500)

Redeem
A Shares
(500)

Pro Forma
Consolidated
26,776
245
415

3,488

3,466

43

43
171
845
36

171

845
38
(6,797)
(58)

89

-t::l.

(1,500)

(500)

\ -,--- \

89

317
3,125
100

375

(569)

(1,705)
(246)
(644)

5,399
348
724

80

37
853
558

37

853

1,079
4,035

(521)
(555)

3,480

3,579

3,579

55,836

(55§)

(11,452)

33,509

1,156

(2,222)
(1,655)

2,760
209

3,500

(2,590) ===(500===,=) ====44,;,;;,2=39==

32,443
905
209

10,470
747
7,887
55,582

(1,190)

1,156

{6,185)

5,313

9,280
747
7,015

{11,452}

5,313

50,599

1,865

(500)
3,500

1,033
771
(1,244)

(613)
(771)

254

3,500
420

(493)
(1,711) _ __

(1,711) _ __

=====55~,836;;=.=~(555)~

7117/95
CAPITAlXlS

1,365

(1,244)

(493)

(1,678)

32,021

(11,452)

(6,519)

(9,908)

3,500

(7,903) _ _{;::5OO=.t...} _ _',--(6!-,360-,-,-)

3,500

g,5901 ==(=500==) ==44~,23=9=
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AEPORT DATE: IJ4/'l5/96
OiRRcHT YEAR

AlA SERVICES CORPORATION
Consolidated Ba.l&t"\C:~ Sh~t9:
oocenber 31, 1995

'Tj

'V
"""

:>

I\net$

<
>-<

AlA
SERVICES
CORPCAAT 100

>-3

0

~

~

8onds, omortt:z.ed cO$t
preferr~

$

stocks, _rket value

Comrot"t stock., mo:rkt!t value
If"IVestlflMt 1n .lba.fdiarh....

Cl

IIort~'g<! '''''''''

6
0

Re:.\ Htete, net of deprectatfon of So
ood$
In 1995 oM In , _

Z

245,474
4,061
4,639,514
0

Policy loons
155,1114

Short·t.no IIWHt""'"U
Other 1nvested assets

.............. .......
~

Cash

Accrued 1fTVHtment 1nc~
Aecetvablea
ACCOU'lts. rece1vablt
IOCC4ne tax rellM'Xfc reclCtvable
D.ferr~ pr... l .....
Notes recetvable

L...

o<ClJruht~

O~

5,898,~06

7,SH,_

0
349,951

0

~,413,926

0
240,575
0

4,894
0

0

0
0

AlA
MIDAAERICA,
INC.

cot/SOI. U>ATEll
IlAl.ANCIl

. . . . . . . . . . . . w_ ...... __

... . . . . . . . . . . . 10- . . . . . . . . . . _

0

ELlHINATlOIIS

......

ADJUSTED
II.I.lANCE

............... -- .........

--- ........................

0

13,445,500
245,474
358,926

--- ...................... -...... _- .......... _- .. ........ _--- ...... _- . . ........

0

-~

~

7,687,162

436,066
65,667

68,418
5Z,Z85

784,368
3,033

3,52>,069
96,433

13,554,565
0

0

156,~

92,780

214,990
0

II

......... . - .................. __ .... -

15.036,105

13.445,500
Z45,474
358,926
9,053,440

167,1<4
1,032,563
85,351

---- ........ _. -...... ...........................

355,433

0

0

87,794
53l,454
0

G

0
1,650

904,762
0

0
0

depreciation

-.........................

........ _..................

1,650
1,650

621,l48
463,974

............ _- .... _... _..

-- ................... _.....

.. ........

0

0

17,an,OZZ
99,466

0

173.~18

590,614
153,075

0

17,an,OlZ
99,466

126,657

249,164
126,657

788,699

788,l>99

0

0

119,869

0

52,1\91

(I

2,381,830

(I

..- ........................

......... _- ........... -.

1,650

0

127,616
74,737

18,9"30,934

Z~9,164

~

.............-...... -. - ............. __ ............

119,869
2,381,830
1,650

-- ........ - ......

2,071,767

-~

....

2,503,349
2,071,167

2,503,349

52,811

1,502,128
19,078
. ............. _............ _............... __ ...... .. ................. -....... - _...... __ ............ ..... _- .......... ,.. ...... - .... _-_ .. -- ...... -....

0

".-

197,814

52,681

482,628
12,556
0
757,331

32,'l52

0

813,750

9,053,440)

~,543

.. -...... . ...... -........ -. -.... _...........-.............. l.r 699,94Z

11 032,563
85,351

590,61.
153,075

0
0

167,1.4

(I

32,075
0

-~-~

1S7,274

Oeferred ioeome taXes
Def.rNtd acqufslt10n COGta.
Cost of InsurAnCe and license$. acq.nred
Goodwill and other ,ntangibles
,ntarcoopany rec,fvables

1,699,94,

74,316

55,337
0

5a,oeo

l34,S54

0

0
3,Se!l,680

~

V ,91\-\ ,'374

lZ6,657

140,712

9,053,440)

J,5l1,6IlO
74,316

0
99,513
0

933,050

46,618
76

0
0
0

0

3,281,105
74,316

n,l10

1,135,577)

Net property oM <q.Il"""",t

c;3~

All.
PACIFIC
MARKCHNG

.............................. ...........................

()

16,<04

0

t.......

~~

_..........................

0

5~044,l)83

10,000

Pr"l"'rty .nd equlp1lent, at eoot
C~ oco'4)l«1 pr"l"'rtfe<>
oM <q.I\ pnent
fl.ltOl
Tra/lSportettco equlp1lent

0
0

~

GREAT
FIDELITY
LIFE INS. CO

85,351

~--

15,047

Propo I d ellpen8es

>

LIFE
INSURANCE CO

0

lotlJ\

>--

THE UNIVERSE

lnves.trnents.

tr:I
tr:I

0

All.
BANCARD
SERVICES

. .... ......... .......... .._-_ .... ,. .............. - ....... -- ...................

'Tj

:>
>-<

AlA
IHSURANCIl,
INC,

2,123,440
0
0
2,865,52Z

°

0

0

0

458,600
0
11,570

431,562

2>,813

110,954
0

42,178
0
0

46,093

653,527

1,065,622

809,042

..... - ......... ------ . .... __ .. ---- ........... -.......... ---- . --- ........ _------ ........ -- ................ - .... _............. _-_ .... .. ........ _--_ .•" ........

431,582

0

Z,791 ,452
1,2&4,91)6
173,218 i.
4,334,0.;3 (

0
0

2,791,452
1,717,755
0

432,&49
173,218)
4 ,ll4,1J43)

0

~--

total asset£.

$

5,062,033

6,478,625
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<
~

o
'Tj

AlA

AlA

SERVICES

INSURANCE,
INC.

CORPalAfiON

. _.............. "" ........

>-'"""

future policy benefIts
UnpaId clolm
Other policy t hbill ti ..
Inter<:OO\>llny payable.
ACCOU'\t. p8yebl e and accrued expenst's

~

tTJ
tTJ

Q

o

l.IFE
I NSURANCE

SERVICES

-- .... - ............ -.... ............................ ............. ............

0

0

0

0
1,34l,439

0

1,344,416

1,517

2,495,618
90,392

I,.,....., tax"" payable

0

0

0
0
7,965,033

UnearOl!d conntaatons
~Qrtg.g .. ond not.. payable

~

THe UHIV£RSE

0

Oeferred fncome: taKes

6

AlA
aANCA~O

~

Total Ilabllitf""

...

-- .. - .......
.~

",~-

10,551,().\3

..... -.........

Stated volue preferred stock' no par v.l ....
200 ,000 shares ftUthor Iled, tsaued and
outatondil1!l

-...........

556,030
547,000
1,5'2

.... _------ ...... _-

~-----

3,79 1,457

......... -... . .......................

~-

~.

.... -..... -.......... " ....

I. ,an, 172
.,785,522
226,635
49, '64
8, '41,157
0
«2,467 (
0

AlA

0

0

Q

0

369,?Ott
0

0

-- --. _28,522,317
... -- . ... _-

32,188,l!<!S
S,an,615

0

0
99,000
....

0
----- ...... _- . _- ---- .... __ ............

17,632,~1I

369,904

. ---- ..

..---- -- ....... _......

BALANCE

EL lloUNATlOIIS

0

24~,523

m

0
~

BALA~CE

INC,

.. ...........................

0

AOJUSTEO

CQjSOlIO~T.O

KJDAHERtCA,

-........ -..........-....

1,212,245)

1,517

4,334,0'i4
'0,123.627
0
213.748)
646,000
7,966,545

4,334 1 044)

61,163,431

4,334,O'iJ)

0

10,123,628

0

o (

..... _................... - .

99,782

32,188,825
5,6n,615
,45,523

213,7481
646,000
7,966,545

56,834,388

...

,.

.... _...... _........ _..... ---- ......

AlA
PACifiC
MARKETING

17,311,653
1,092,093
16,6118
76,919
545,303

_---- .......... -----.--------- .. _----- ..... _--

...................... -_ ........ . . -..... __ ...........

1,705,610
...

............

co

GREAT

FIDELITY
1I fE INS. co

--~---

. .

~------

1,705,620

1,705,620
----_ ...... _----- --_ .... __ ......... -- . ... _- .......... ........
\)

.,

stocldtolders I Eq.n ty

Preterred C .took • $1 par va,ue, 500,000 .her••
4uthot"utd,
ahereti- lSSued' ood
,hares
<>Jtst"""'ng
CClG'mOn stock .. $O .. ot par velue. 11,0004'000 shares
authorfzed"
anct
..harec outs.tandff"19
'n 1995 and 1994
Additional pald·in capital
Tre.sury ,toe~
unrealized hOldiflll 10"
Hot lJ'Ireattx.ed depreciation of ~ity se-curities
R4taloed eern1Mgs

zoo ,000
10,7115
1,503,816

o

6,279
3,015,418

o

1,200

1,250,000

D

6,701.9n

o

o(

90,691)

o(

3<I,2M)
8, 1lll, 286)(

212,2n i

334,529)

o(
90,691)(
3<1,2(4)
15,328, nZJ(

1,000

10

1,878,064
5,3n,8Tl
12,363)
63,6751

m

0

o
Z,797,95:i)

~o

Total liabllltl.s and stockholders' equity

o

$

..

N

00 ~
-..]
00 ~
I--'

....

~

~

7,194,630)

".

...... _............

2,681,168

............................. ....
~

213,.n

--~

7,50l,710)

........ ---- .......... -.......... ..
-~

..

~-

",3n,1'42
. .

.......

~-~~-

~

0

o (

0
714,718

708,260 ,

715,718

_w_ .... ........ _......
~

3,147.348 (
16,596,072 i

12,363)

0

o '
...

Total stockholders' equity

zoo,ooo

200,000

-- _...... -............

245,051)
72,528)
25 ,608,251)

_.......... -.. -...... _-

5,994,779) (

16,37~,244)

8,793,8091 (

14,788,588)

.. _........ __ ..........

-_ .. _.. _....... --- ..... . ...... - ............... -... .. ... _.......... -_ ....... 709,260

5,062,033

6,478,625

Z14,m

ZI,0111,607
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1,885,62Z

809,042
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SERVICES
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~
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0
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0
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0

Z

$

Inc_
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AlA

I~SUAA~C.,

THE UNIVERSE
Lifo
I NSUAANCE co
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3,439,95S
0
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-
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877.264

0

0
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308.384)
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0

92,ooa
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0

0
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LIFE INS.
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AlA
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AlA

S~VlCES

CORPoRATION

Cou~olidAtad B~lauce Sbect~

Dece.J!:thel:· 31, 1992 ;kod 1991

-.--~--Investments
Ca.sh

Accrued investment income
Rec:eivables, net of allowance of $32,500
and $26,200

Income taxes receivable
Prepaid expenses
Property and equipment, net
Deter:ced policy acquisit.i.on cost.S
Cost of insurance and licenses acquired
Goodwill and other intangibles
Total assets

1991

$39,506,813
1,100,134
194,176

$60,024,233

6,863,462
285,617

4,164,146
359,766

1,124,748

867,704
3,444,530

4,036,975
6,450,677

5,972,726

-

1,448,795
945,649

3,914,664
8,501,814
___ 312,1.12

~"""'-------

i55,535,3~

~83!983(440

$48,038,557

_1~114

$59,750,139
1,015,000
3,277,756
5,132,437
._____ 608..J!§]

_59~Q...ill

.22...2 84 ,195

__ ~851.,5QQ

1,714,100

Lillbilit.iec
Policy benefits and othel: policy li.abili ties
Unearned commissions
Accounts payable and accrued expenses
Mortgages and notes payable
Deferred i.ncome taxes
rotal 1iabil i.ties

stated value prefeZ:'red stock ... redeemable dnd
convertible, no par value, 200,000 shares
authorized, issued and outstanding

1,121,000
5,245,937
3,947,871

Btockholdo:n:' l:quity
Common stock· $1 par value, 5,000,000 shares

authorized, 1,018,729, i.ssued
outst.anding

and

Addi.tional paid-in capital

Treasul:Y stock, 54,598 shazes at cost
Net unrealized apPIeciation of equity
securities (net of income taxes of
544,949 in 1992 and S67,751 in 1991)
Retained eaEnings
Total stockholders' equity

'lotal liabi.li.ties and stockholders' equi ty

1,018,729
507,177
(1,131,271)

1,018,729
507,177

3,136,689

439,564
_ _..::5-=1-,,-9.c.§.12.

3,833,349

2,485.14,2

302,025

£65,535,328

:r'he accompanying notes are an integral part of these financial statement:s
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AIA0028528

COllJolilhted BtAte:>llmtJ of IllCOlI:!!

Tox the lear. Ended Decembet 31, 1992

Revenues
Insurance premiums and other
Commissions
Investment income
Admini,strati.ve fees

Total revenues
Eenefits and expenses
Policy benefits
Commission expense
General a.nd adxninistx'ative expense
Inter'est expense

Tota.l expenses
Inoome (loss) befo=e income taxes
:Provision (benefi.t} for income taxes
Net income [loss}

~d

1991

__ -12.ll __

__ ._12ll __..

$51,389,981
4,475,354
6,366,515
___ 118 t 915

$42,428,436
3,616,922
5,884,597
15'7,947

....E1..L 35O ,1.§.a

2.&87,902

35,657,163
6,634,533
16,133,089
380,044

34,028,008
6,133,649
13,174,566
489,971

58, B0 2,8;f9

53,B26,1.2.±

3,540,936
786,52;2

_----LlliM.§. )

~ 2 t 754,414

~[l,682t404)

(1,738,;292)

The accompa.nying notes are an integral part of these financial statements,
~-
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AlA

S~VICZS

CORPO~ION

St.t~ent~ of Stockholde~:' Xquity
Year~ Ended ~camher 31, 1992 and 1991

ConSQlid.tad
FOI

1

the

1

Net.

,
j

1\dditiona.l
paid-in
. Capital

Co=on
Stock

· ..

Balance, December' 31, 1990
Net

$1,018,829

S

Treasury
stock

507,860 $

1.

j

Retainr
~!!i:l!

16,886 52,329,:
(1,682, ,

lOBS

Unrealized investment gai.n

f

tlnr'eall:z:ed
Apprecia.tion
of Equity
Sec\lr~..

422,678

Accretion of preferred stock
Redemption of cOlIllllon stock
Bala:lce, Decembet· 31, 1991

(127,2

_ _ _ llOO} _. __...l..§!UL_. __ ._ _
1,018,729

507,177

--.-~----

439,564

Net income

2,75':, ~

Unrealized in ..... e13tment 10as

(131,539)

Accretion of preferred stock
Purchase of treasury stock
Balance, December 31, 1992

519,5

(13J ,.:

-

-,-,._------

--.-~--".-,--

~lt01B,

729,

§

507,177 Hl,131 r 271) L-~.Q2..r...Ql.~ g,-~

1

1
..!

{
1:
T

1

The accompanying notes are an integral part of these financial Btateme:-:::.s
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COnsolidated Btateaents of CAIA Tlows
ror the Ye&rl Ended December 31, ~992 ~d 1991

1992

1991

Cash flowa from operating activities:
iiL. 6B2 ,404)

Net income (loss)
Adjustments to J:'econeile net income
(loss) to net cash provided Py
operating activities
Depreciation and amorti.zation
Gain on sale of property and
equipment

Gain Qn sale of investments
Gain on sale of insurance busi.ness
Increase in accounts :r'ecei,vable
Increase in prepaid expenses
Increase in defe=ed policy
acquisl.t;ion costs

InCrease i~ accounts payable
Increase (decrease) in income taxes
payable and deferred taxes
lncrease (deer'ease) in future policy
benefits
Increase in other liabilities

1,284,052
(3(919)
(2,900,049}
(470,934)

(8,792)

(4,103,874 )

(55,352)
(1,385,:H7)
(lS2,235)

(494,33B)

{174,BOD}

(3,504,184}
1,930,855

(2,803,277)
193,053

984,202
8,260,153

;107,853

Total adjustments

(431,871)
{9,106,B39}

____ .l1~~ll

(12/467,147)

Net cash provided (ulled) by
operating acti viti.ea

iP8

ill, 149,551.)

263,566

1,148,263
(425,352)
(801,331)
(164,921)
(20,876,802)
34,312,515

>4! 207

cash flows fl:Olll. invssting activities;
Payments received on notes receivable
Proceeds expended on notes receivable
Capital expenditures
Costs of acquiring new business
Purchase of bonds and stocks
Pz:'oceeda from sale of bonds and stocke

t

(880,369)

(54,521)
(69,725,59B)
95,938,247

Proceeds from sale of insux'ance business
Acquisition of Great Fidelity, net of
cash acquired of $642,375
Net cash used for tJ:'ansfer of infl'urance
business
Proceeds horn lIale of property and
equipment
Net decrease in mOJ:tgage loans
Net decr'ease in policy loans
Puz:chase of short-term invest:.ments
Pr'oceecle from redamption of
short-term investments

2,063,660
(3,397,850)

323,735
240,423

658,372
(66,222,431)

211,150
27,525
429,579
(2,576,690)

Het cash (used) provided by
investing activi,ties

(3,;1.99,181)

cash flows from financing II.cti vitiee:
BOl:':z;owings of long-'term debt
P:r:incipal payments of 10n9'-te= debt
Repurchase of common stock
Net caeh used by finanCing activities
Net (decz:ease) incz:ease in cash

655,900

(2,012,618)

('746,305)

-------

____._ (7 B 3 )

_iL.lli.t1.l'§J

_-,-1..:..7..:.4 7 (Oa8)

(348,661)

1,448,795

Cash at begi.nning of period

15,042,101

145/462

__1.<.303,333

1. 1,448,792,

Cash at end of period

lhe accompanying notes a:re an integz:al part of these finltnciltl statements.
~-3(1
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AlA StRVIC!:S CORPORATION
Note~

to

Con~clid&teQ

rinanci&l

StataaeDt~

December 31, 1992 Lnd 1991

....

Note 1 - Summary of Significant_Accounting Policies
Principles of ConsoLi,dation Tbe consolidated financial statements include the accounts of AlA Services
COIporat.ion (Company) and its wholly··owned subsidi.arias: 'I'he Universe :Life
Insurance Company (Universe); Great Fidelity ~ifB Insurance Company (Great
Fidelity), AIA Insurance, Inc., AlA Travel, Inc"
AlA Bancard Services Corporation
AlA HiciAmerica, Inc./ AlA Pacific Marketing Corpolation and Hoodcom, Inc
All
rnateri al intercompany transacti.ons have been eliminated in consolidation (Bee Note
13) .

Investments Bonds are valued at cost./ adjusted for amortization of premium 0.1: discount and
other-than-temporary market va.lue declines. Common stocks are ca.rried at rnU'ket
value
Mortgage loans and pol.icy loans are cazried at unpaid principal balances
Real estate is carried a"t: cost less depreciation. Dep.l:eciation is provi.ded on a
straight-line baais over the estiJ:nated useful life of 31 to 40 yeazs fOl buildings.
Short-·term investments are carried at cost which approximates market va,lue,
Gains
and losses on disposition of securities are l:·ecogni:.:;ed at the time of disposition
with the a.ttIount of gain OJ: loss determined on the specific identification basis.
Changes in market vahlell of common stocks are charged or c:C'edited directly to'
stockholders' equity wi.thout affecti.ng net income
Deferred Poli~ Acquisition Costs ~
Costs of acquiring insura.nce business which vary with and are primarily r'elated -::0
the production of Buch pusiness are deferred and AmoItized over the period the
related premiums are recognized
Such costs include commissions and certain
expenses related to poli.cy issuance I1m\ underwriti.ng ..
Property and Equipment Property and equipment Are carried at coat leBs Accumulated depreciation
Whe:e
applicable, cost includes interest and real estate ta.xss incurred during
constI'Uction and other construction relllted costs
Depreciation is computed
pri.ncipally
the st:caight-1J.ne omthod uBing lives of 31 to 40 years for buildings
and five to seven yedrs fat· equipment.

oy

Cost of Insurance and Licenses Acquired
'The cost of licensee acquired is being amorti:r.ed on a straight-Ii ne bas i saver 30 to
40 years.
The cost of insurance acgui:ted is being amorti;z:ed over the premium-'paying
period of the related policies, estimated to be 5 to 15 years, and is hased upon an
actuarially determined formula
Goodwill and othel: J:ntangibles Goodwill and other intangibles are being
line basis

~Drti~ed

aver 5 to 40 years on a

st:aigh~

Policy Benefits and othel Policy Liabilities Ordinary life insurance and annuity policy benefit liabilities are computed on a ne~
level premi.um method using assumptions with respect to current investment yield,
mortality, withdx'awal rates, and other assumptions determined to be appropriate as
of the date the business was issued or pUl:chased by the Company
Such estima~e8
were based upon past experience adjusted to provi.de for possible adverse deviation
from the estimates ..
Reserves for the Supplemental Benefit Account (SBA), a component of the group
accident and health insurance contraccs, are computed on It graduated scale from 60
percent to 100 per'cent of the certificateholde:t'!!' SEI]>' balances over a lS-year
period
This method appr'oximatell CJ\.RW! rese.z:ving requi.rements.
The liability for unpaid claims ill an estimate of payments to be made on insu~'a;'\ce
claims for zeported losses and Escima1:es of incurred put not: repon:ed claims
!\ -
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Note 1 - Summary of Significant ~ccounting Policies (continued}
Put~ci.pating life insurance policies were issued by the Company'a life insurance
BUbsi.di..ary whicb entitled the policyholde: to shiue in the earnings of the
participati.ng poliCies, prDvitied that a dividend distribution was aut.horized by thl"
insurance company.. The amount of dividends declared but undistributed is included
in pollc:y ):Ienefits and other policy liabilities at Decembel: 31, 1991. Polic:yholdel
di.vldends have not had a significant effect on opex'ating income.
Reinsurance Reinsux'aJlce p:t'emiums t commissions, expense reimbu:r::'sements and reserves related to
reinsured business are accounted for on a basis consistent with those used i.n t:.he
contracts.
Premiums ceded to other companies have been reported as a reduction
premiums earned; amounts applicable to reinsurance ceded for future policy benefits
and claim liabilities have been ;r'eported as reductions of those items; and expenee
reimPu;tsement.s received in connection with x'einsurance ceded have been accounted fo!
as a reduction of the ;related policy 4cquisition costs,

0:

Recognition of premium Revenues and Costs Premiums on life insurance are recognized as revenue when due.
Benefits, losses and
related expenses are llUStched with earned premiums in order to recogni.ze income over
the tenn of the contI'llcta. This matching is accomplished by means of the provieio
for future policyholder benefits, estimAted unpaid losses and the amortization of
dete:r::red poli.cy 4cquisition costs.
Administrati va Fees _.
AlA Insurance, Inc., A significant lIubllidiary, is a group health and H.fe insu::::ah~e
a~ini.stI:4tOl: conducting most of its business through va.tious trusts which
accumUlate and invest premiums collected for the pol.icy gl:'oups
These trusts
include the Grain Gt'owers hnsociation Membership dnd Insurance Trust, the National
Growers and Stockmens Gx'oup Trust and t.he AlA P.t'oducers Trust
The Company also
pr'ovides admi.nist.rati.ve II.nci dll.ta processing Batvi.ces for these trusts
All
admi.niatrati ve tees earned result from such arrangements
Income Taxes The Company files sepll.J:ate consol.idated income tax returns for its l i fe insurance
and non-life insu:z:ance subsidiuies
The insunmce suDsidiar$es qualify for a
"emall l:i.fe insurance company" deduction of 60 percent of taxabl.e i.ncome.
Defert'ed income taxes ue pIovided fOl: tempora.ty differences bet ..... een financi.al
reporti.ng income and ta.xable income. These differences result primarily hom the
methods used in the calculation of futur'e policy benefits, policy acquisition costs
and dep:r::eciation expense.
1he Financial Accounting standards Board has i.ssued statement 109, which will
zequire the Company to change its method of ~ccounting fo:z: income taxes beginning it
1993. The Company has not yet determined the effect of the ilnplementat.ion of thie
new accounting procedure.. Additionally, the COIIlpany has not deceded whether to
adopt retroactive or prospective treatment
cash Equi va.lenta ...
Cash equiva.lents are comprised of cash and funds tempo:z:arily invested (with orig~.nal
matur-it.ies not exceeding three months) as part of the Company' B management oi day-'
to-day operating ca.sh receipts and disbursements ..
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Rote 2 - Investments (continued)
Grollll unraalLzed gains a.nd losses of debt securities held at Decembe. 31, 1992 and
1991 are as follows:
___ December

Gross
Um;ealized

.__ .,Gains _

_n. . _lSS2

..._
Grosa
Um: eali;::ed
Losses

December 31, 1991
Gro II II
Gross

Unrealized
Gains

Uru:ealized

S

S

Losses

United States Government and
Goveznment agencies ~nd
authorities
Public utiliti.es
All other corporate bonds

S

230,155
34,717

___..L..Zll

?

(38,401)
(991)
._.Q,500)
$

901,551

578,839
1,475,7BO

(1,198)
(66,382)

__ ~QE!.I
L-lI09,59<:j

269,189

~ortized coat and estimated market value of debt securities at December 31,
)992, by contractual ll1aturlty, /U:'e shown below.
Expected IlUlturities may differ from
cont:::-Ilctua.l maturities because borrowers !!Uti' have the right to ca.ll or prepay
obligations. Securit.i,E1s not due at II single matu:d.ty date are colh.terali.:z;ed
mortgage obligations IlU1de up of government backed secur.i.ties, whi.ch have p:z:incipal
payments throughout the life of the invBstment, the timing of >.lhi.ch may VI!lI:y wit.h
market condlti.ons.

The

luno:z:tized
--..£Q&---

Estimated
Market VIl..J,.~

s

s

Descril?tion

Due one yellr OJ:' less
Due 1 through 5 years
Due 6 th:::-ough 10 year's
Due a.tter 10 yea.rs
Not due a.t a. single maturity date

1,043,"576
3,237,759

1,499,066
....ll...~995

i

29 t 662 r 396

1,044,181
3,307,609
1,532,500
24,004,403
;;29 r Bea, 693

Investment income consists of the following:
199;2
Bonds
Cornmon stocks
iiortg!!.ge loans
Policy loans

S 5,893,9&7
7,546
70,722
49,933

Real el3tllte
~"'hort-'terrn

investments

Other
~

1991
$ 4,8&4,598
2,162

89,388

100,797

141,357
152,0<:1

207 r 858
35.692

_._.l:L..ill

6,366,515

i ..l.c 884 cill

561,522

Realized gains on investments were $2,900,049 for 1992 and $55,352 for 1991
In connection with the Ilcquisition of Great Fidelity in 1991, the Company
T.eatrllctured Gr'eat Fidelity's i.nvestment portfolio to eliminate the majority 0'" its
ncn··investment. grade debt aecuritiea
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Note 3 - Pz;operty and Equipment
property lI.nd equipment used by the company ccnaiata of the followi.ng:
1992

-.-~.--

Company occupied pZ'opertiel!
Fuzniture and equipment
Transportati.on equipment

S 2,560,993

S 2,488,677

1,737,843
_ 1,418,655

1,027,494
_._980,568

Leas accumulated depr'eeiation

5,717,491
__ 1,680,516

4,496,739
.__ 1,052,209

S 4,036,975

S 3,444,530

Note 4 - Real Estate Onde~Be Agreement!
The Company leases commercial office space AS lessor under various agreements with
terms Z:'anging from one to five years. Such leases are accounted for under' t.he
operating method, The CompIUlY PlI.Ys tues II.nd insw;'ance on the bUildings and
provides fox theJx gener~ maintenance.
The CO!!t of x'eal estate and its l:elated dCCUIOUlated depreciation under operating
leases at Dec'ember 31, was S2,333,439 Ilnd $567,234 in 1992 Ilnd $2,067,169 and
$529,975 in 1;191..

H.inimum noncancellable le~se pa.yments to be .t'eceived under' lease agreements in
excess of one year AS of December 31, 1992 axe as follows:
:1.993

S 120,445
109,720
68,920
45,720
__ .40.:..860

1994
1995

2995
1997

;; 395,665
Note 5 - Pol.icy. Benefits and other Policy ~iabilitie6
Policy benefits and other pol icy liabilit.ies at December 31 ax e as £"0110I-l's:

__ ..l.22..L_
F\Jture policy benefi.ts
Unpai d claims
Other policy liabilities

S39,969,739
7,354,230
__..21.i..c 588

$51,364,245
7,533,672
652,22;?
~750,139

Note 6 - Reinsurance
Oni verse and Great Fidel,i.ty are i.nvolved in both cession and assumption of
rei.nsurance with othel: compa.nies. Future policy benefits and unpai.d claims relating
to insurance ceded {S2,779,l52 at December 31, 1992 and $4,897/001 at Decembe.t 31,
ISS1} 8.1;·e not pr'ovided in the Company's financial statements ..
Universe and Great
Fi.delity would remain liable in the unlikely event the :z:einsuring cDmpanies dre
unable to meet their obligations.
Ceded premiums were S 14,179,073 and 512,984,457
tor 1992 and 1.991, respectively
Agswned premiums were $5,953,585 and $5,562,552
for. 1992 and 1991, respectively
A-3~
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Note 7 - Mortgages_and Notes Payable
Mortgages and notes payable coneiBC of the following:
Mortgagee on zeal estate· 10\ to 11.75\
due 1993 to 2004
Notes payable;
Bank loan - at prime pluB 1\, due 1995,
co11aterallzed by Universe stock and

certain cash balances
Term loans· ptirne plus 7' to 13.5\, due
1993 to 2002, collatet'alhed by equipment

..

__ 1991 __

357,303

51,397,792

2,274,626

3,095,1&<:

.1 r 315 ,94£

..' 639,481

$3 e 947, B71

?S,132,431

.-~-

$

At Decembet 31, 1992, prime rate was 6\, Aggrega.te maturities of mo.1:'tgagea and
notes payable over the next five years at December 31, 1992/ are as follows:

1

1

1993
1994
1995
1996
1997

51,311,).40

1/124,763
567, 778
277,114
107,266
SS9,81Q

'1'her'sll.iter

;3,94'(87).
Mortgages and notes payll.ble at December Jl, 1992 of 52,278,651 hll.ve been
gua:z:anteed by the majority stockholders

per8on~11y

Note 8 - Stated Value Preferred stock
The Company has 200,000 outs~ll.nding ~haxos of no par, nonparticipating stated value
pleferz'ed stock The stock is converi:ible into common stock on a basis of 1 sha=e 0:
pr'eferred to 1 ehar'a of common stock, exercisllble by the tendering of the prefe:-red
stock,
:the p:z:efer'red stock is redeemable at the option of the company at prices LB.nging
from $8.50 pe:z: share cunently, to $10 per share atter September 14, 1993.
Effective September 15, 1993, the outstanding preferred stock is uubject to
mandatory redemption upon notice by the shar'eholder
'Ihe difference between the estimated fair value of the preferr'ed stock at the date
of issuance and the mandatory redemption value i.s being recorded through periodic
Charges, using the interest method r to retained earnings.
If the Company dissolves, the pt'eferred stock haa liquidating pr'eference ovel; co=on
shareholders in amounts equll.l to its redempti.on value,
The holder of the prefe::red
seock has the right, v01:1.ng aepd.Iately as a class, to elect one 1Dembe:z: to the 1302,:::d
of Directors
Note 9 - Regulator~QBirements and Restrictions
Generally, the net aBsets of Universe and Grea.t Fidelity available for transiel; to
the Company are limited to the amountB by which the net assetB exceed mi~imum
capital requirementB,
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Note 9 - Regulatory Requirements and Restrictions (continued)
by Universe only from profits and surplus and requires
insurance depa.xttnent approval if the dividend is i.n excess of the g'teater of lD
percent of surplus or statutory income of the prior year'. Statutory surplus of
Universe was $5,241,232 at December 31, 1992
Univez:se had net income of $59,330
for the yelU: ended Decetnber 31, 1992.
nivi~ends may be paid

Note 10 - ~loyee Benefit Plans
Options for 12,500 shares of cOtIlnlon stock, exer'ciaable at $3.65 per share, lolez:e
gJ:'anted at fair market value to certain corporate office:ts under a nonqualified
stock option plan in 1987. 11'1 t'eturn, such officers agree to loan the Company an
I!lnount not to exceed $90,000 in a9'I]l:'egate, if certain ea.rnings ta.rgete I!.l:e not
achieved over a aeven·-year peri.od beginning 1987. The loans a:::e convertible to
Common stock at $3.55 per share. None of these options h~ve been exercised and no
loans have been made"
Effective July 1, 19B8, the Company adopted the Agents' Stock OWnership Plan,·
contributions were made to the plan in 1992 or 1991.

No

The Company mai.ntains a prafi t sharing retirement. plan cover'ing BUbfltantially all
employees who have completed Olle year' of service,
~loyeeB are fully vested a.fter
seven years af p<s.rt.ieipation. The Com:pany' B contribution t,o the plan was $203,889
in 1992 dIld $96,493 in 1991

on December 31, 1988, the company established an Employee Stock OWnezship Plan
coveting employees who have c0lllp1eted one year of service,
Employees aI'e fully
vested a.fter f.ive yeus of participation, 'Ihe Company contributed SlB8, 059 and
$95,214 to the pla.n in 1992 Itnd 1991, respectively_
Note 11 - Operating Leases
The Company leases data. processing and office equip;nent as lessee unciel: lea.se
ag.t·eements which aI'e accounted for as operating leases, The data pl:ocessing and
offi.ce equlpment leases expire ove~ the next five years
In moat cases, management
expects the lettaes to be renewed OI replaced by other leases,

Minimum lease payments required under operating lsasea that have i.niti.a.1 or
r'ernaining noncancellable lease terms in excess of one yell as of December 31, 1992
are

/l.S

follows:

1993
1994
1995

$

1995
1997

lotal

611,321
540,226
322,862
54,901

-_._---mini~um

payments required

~1,529,3J.O

Tota.l rent expense fo::: all operating leases was $741,536 in 1992 and $503,119 i.n
1991
\
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Note 12 - Income Taxes
l'he provision (benefit) for income taxes consi.sts of the following:
_1992 __

S

42 1 169

CUrr'ent
Deferred

.__Z,H.4 353

Total

$

785,522

_.l2ll-,
S

(8,356)

~

piS ,BBB)

__Hl.J.. 532 )

The prov~B~on (benefit) for income taxes varied from 4mounts computed at the fede=a
statutory rate as follows:

Federal income taxes at stAtutOry :Z:'Ate
Small life insurance company deduction
Net operating loee not providing current
tax benefit
other items , net
Provision

(~nefi,t}

for income tuee

_ ll2.L,_,

---12ll-__

$1,203,918

~

(55B,133)

(591,019 )
156,799

108,075

329,6BB

___.2£.... 662
~

786,522

48,644

i

(55 1 888)

Net opera.ting loss clU'ryforwlU'ds for tax purposes of app:r:oxilIlately $3,100,000 u-e
ava5..l able to off set tuab1e income prior to their expirlS.tion in 2007"
Note 13.- Acquisitions and PispositLone
.Jul.y 11, 1991, Univerae acquired 11.11 of the outstanding :stoc::)c of Grell.t Fidelity
Life Insurance Company (Gl:'eat Yidelity) for appro:d=tely' S4 lllillion., The
acquis i ti,on ha.s ~en ac:c::ounted for ali a pu:t chase =d, acc;or'dingly, the /I.e sets and
liabil,itiea have been rec::orded at their fair values At the date of acquiei tion
Operating :teBults of Great Fidelity frOl!l June 1, 1991, have been included in the
consolidated statement of income. The excess of the purchase price over the neI
tangible assets acquired was $7,276,000 and was alloc::ated to identifiable intangible
assets based on lllanagement's estimates of relative fair maxket values at the dll.te
acqui.sition
Factors considered in the determination of the c=rying values 0: the
identi,fiable intangible aBsets included: 1) values of i.ndividtlll.l blocks of business
and state li.censes establ1.shed as a result of negotiations with the Indi ana
Insurance Departlllent; a.nd 2) the actual purchase price of a 1a':I'ge block of life
insurance busineS9 Great Fidelity acquired in an = s length transaction severa.l
months prior to the acquisition date
On

0=

In October 1991, Great Fidelity aold its life insurance business for a total
consideration of S2,054,DOD to another insurance company. At the date of
acquiSition of Great Fidelity, thez'a was no intent to sell the life insurance
busi.ness
Management allot:ll.ted $676,000 of the ac::quisition pJ:ice to the life
insurance block of business in accordance with values determined at the acquisitio~
date as descr'iliad above
Accordingly, a gain of 51,386,000 has been rec::ognized fo:::
thi s transaction in the financial scatemencs for the year ended December 31, 1991
In January 1992, Great Fidelity sold its medicar'e supplement insur'ance business fo::;
a total consideration of 51,358,000 and recognized a ga.in of 5584,000. In June
1992, Great Fidelity Bold its annuity business for a total consi.der'ation of 5':17 J 500
~nd recognized a gain of $18,000 on the block of business in accordance with values
:iet:ermi,ned at the acquisition dat e
1n June 1992, Universe sold its life and annuity business for S1,700,OOO and
recognized a loss of 5130,900 in che current yedt
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~14

- Related Part~Iransactions
The Company h&a tranBact~ons with stockholde:s as

follo~s:

.---1!I2L__
stockholders receivable,
Advance!!
Reduction!!

Janua-~

1

stockholder's r'scei vable, DeceJllber 31

$1,052,481
407,247

S

954,735

l..L..1a2...:..72 B)

565,109
_.,(467,363)

s

$1,052,481

The COlDpIUlY puze-hased 54,.598 ahates of t:r.:'eallury stock during 1992 at 11 price of
520.72 per shaJ:e trOll) two ahazeholdel:'s in satiaiaction of 51,131,271 in receivables
The price per shaxe WitS based on an independent appraisal of the faix market value
of the stock.
Universe hAS a reinauzance agreement with Continental LifE and Accident Company, an
a.ffi~iate.
Unive.z;'lIe paid ii33B,274 lUld 5278,484 in 1992 and 1991, respectively, to
Continent~l

under the terms of the

agr~nt.

At Dece!lll:>er 3.1, 1991 , the c=plUly hAa J;'tlceivahleB frOll) Woodc=, Inc., Il. company
r'elated by COlD!llon O'I<.-:nex"lShip, of $276,683. tffective JanuArY 1, 1992, the Company
received l!. 65 pex'cent owner.hip in WoodC't:llll Inc. by IU:changing it!! receivables for
common !md p::-eferred .toek and by purchaSing lldditionAl COlllZllon shares from two of
its Ilhat'eholders. At Dec~ 31, 1992, the Company l:t'ceived A deposit of $135,525
from WoodcDm, Inc. for the repurchase of the common shares. The transaction is
~ubject to TCC approval
In March 1992, Oniver_e declared and paid a dividend of $425,ODD to the COmpany,
In
Decembe.r 1.992, Gr eat Fidel! ty decla:t'ed 4 di.vidend payable to Un! vet lie of S l, 918 ( ODD
On December 3D, 1992, univer.e recei~ A liquidation dividend from United Partners
Life InBur ance Col:Opa!JY I an AffiliAte, in the AIllOunt of S137 r 54 5,

Supplemental CMh now Information
Cash pAid for interest IUld income taxes was AS follow!!:

~,..l.L=..

.. __ 1991
Interest
In~ome

Note 16 -

taxes

(refund]

S

393,946

i

519;522

i

(197,641)

S

370,257

Receiv~le5

Included in accounts receivable ill dppro::cimll.tely 51,288,000 due from the Or'egon Life
and Health Insuzance Guaz"antee Mffociation (OLHIGA). :r'he OLHIGA has disputed
appro::c~ately S621,OOO of the cl~im and further declined to pay the re~ining
undisputed amount
The OLHIGA and the Company have ~ubmitted the dispute to
~bit:r.:ation,
In the opinion of ~agement and ita legal counsel, the Company will
prevail in ~bitration
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n.c-.her 31, 19~2 and 1991

~lL

-

SubEleguent..ltt!!!:tt

A non-binding letter of intent was signed on February 8, 1993 t by Continental Life
and Accident Company (Continental), a subsidiary of Continental l'inanc:ial
Cot"pO.x:ation, to purchaae 100\ of the outlStllnding IStock of Great Fidelity fJ:'om
Universe. Continental would issue BO,590 6h~ee of SlOO par value preferred stock
in exchange fOJ: 4,940,490 shares of common stock of Great Fidelity
The letter of
intent .!l.lso pz:'ovides fOl: the sa.le of Univerlle'a individual and group health businesl
in exchange fOl: 1.5 million aha.r'es of Cont!.nentll.l common stock;. 'rhese transactions
are SUbject to the approval of variouB atate inauz:ance z:egulatory authorities and
lenders and fi.nal agz:ae.ment on terms by the appt'opxiate boards of directors

]

!
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AFFIDAVIT OF AIMEE GORDON

AlA SERVICES CORPORATION

Consolidated Financ.ial Statements
For The Year Ended
Decembet 31, 1987

t3af
AFFIDA VIT OF AIMEE GORDON

AIA0028813

-TABLE

OF CONTENTS

--

Page

Number

--Accountants' Report ....

Il

,

"

.......

.,

<Ii

.......

,

,

.................................

..

1

Consolidated Balance Sheet .•..• ,,, .•..•.••.•.• , ...•••••••.

2

Consolidated Statement of Income .•. "" •• ,..•••...••...••••.•••

3

Consolidated Statement of Changes in Unassigned SUIp]US •••••

4

Consolidated Statement of Changes in Financial Position" •••.

5

Notes to Consolidated Financial Statements .....•..•.•...•..

6

6//J7
AFFIDAVIT OF AIMEE GORDON

AIA0028814

PANNELL

KERR

FORSTER
Certified Public Accountants

Bollinger Plaza
301 D Street

PO 60:<:499
Lewiston ID 83501
Telephone (208) 746-3611

Board of Directors
AlA Services Corporation
Lewiston. Idaho
We have. examined the consolidated balance sheet of AIA Servi.ces Corporation
at December 31. 1987 J and the related consolidated statements of income,
changes in unassigned surplus and changes in financial position fo}:' the
year then ended. Our examination was made in accordance with geneIally
accepted audi ting standards and, accordingly, included such tests of the
accounting racor-ds and such other auditing procedures as iote cons:ldered
necessa:ry :!.n the circUlllstances.
As described in Note 1, the Company's policy is to prepare its financial
statements on the basis of accounting practices prescribed or permitted by
statutory authority.
These pzactices differ in some respects from
generally accepted accounting principles.
Acco:tdingly, the accompanying
financial statements are not intended to present financial position and
results of operations in conformity with generally accepted accounting
principles.
In our opinion, the financial statement referred to above present fairly
the consolidated financial position of AlA Services Corporation at December
31, 1987 J and the results of its operations and the changes in its
unassigned surplus and financial position for the year then ended, on the
basis of accounting descIibed in Note 1, which basis has been applied in a
manne:r consistent with that of the preceding year.

Ap:ri1 27> 1988
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AlA SERVICES CORPORATION
Consolidated Bal ance. Sheet
December 31, 1987
Assets
Investments
Bonds (note 2)
Common stocks
Company occupied pI apex'ties (note 3)
MOltgage loans
Policy loans
Cash and time deposits
Receivables
Reinsurance
Interest
Stockholder s

OtheI
Deferred premiums
Excess of cost over net assets acquired
Othe'! assets
Total assets

$ 4,763.700
98,689
2,050,920
440,346
532,723

2,192,140
82,123

172,132
157,250
31,629
686,616
1.813,147
_ _...:1:.,,;2..:.,412

13,033,827

Liabilities and Stockholders' Equi.ty
Liabili,ties
Future policy benefits

Unpaid poHcy claims
Hiscellaneous pollcy liabiJiti,es
Hortgages and note payable (note 4)
Accounts payable and accrued expenses
Income taxes payable
Mandatory securi.ty valuation I'esar-vB
Other liabilities
Total liabilities

6,575.828

184,893
85,919
2,963.899

261,173
27,000
86,391
26,100

_.1 0 ,211,203

Stockholders' e.quity
Common stock·· $1,00 par value per shaIe,
10,000,000 shares authorized, 801,000
shares issued and outstanding
Additional paid-,in capital
Unassi.gned surplus

.,.~,394)

rotal stockholders' equity

__ 2,822,624

Total liabilities and stockholders' equity

See notes

Co

801,000
2,114.018

$13.033,827

financial statements
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AlA SERVICES CORPORATION
Consolidated Statement 6f Income
For The Year Ended December 31. 1987

Revenues
Insurance premiums
Commissi.ons and fees
Net i.nvestment income

$ 1,501.571

321, 361
740.786

Total revenues
Expenses
Policy benefits
Commission expenses
General and administrative

1.324,962
306,575
689,566

Total expenses
Income before income taxes
Income taxes

242,615
57,000

Net income

See notes to financial statements

(P3/~
AFFIDAVIT OF AIMEE GORDON

AIA0028817

4
AlA SERVICES CORPORATION

Consolidated Statement of Changes in Unassigned
For The Year Ended December 31, 1987

Beginning balance

SUI plus

$

8,933

Net gai.n from operations

185,615

Net realized loss on sale of investments

(19,{)13)

Unrealized depreciation of investments

(12,558)

Incre.ase in non-·admitted assets

Change in mandatory securi.ty valuation reserve

(5,529)
(28,031)

A:mort:i.zation of good will
Ending balance

(92,394)

See notes to financial statements
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AlA SERVICES CORPORATION
Consolidated Statement of Changes in Financial Position
For The Year Ended December 31, 1987

Cash was provided (used) by
Net gain from operations
Home office depreciation
Decrease in receivables.
Decrease in deferred premiums
Increase in policy benefits
Decrease in accounts payable
Other
Cash provided by operations
Proceeds from sale of bonds
Mortgage loan collections
Total cash provided
Cash was applied to
Investment acquisition
Bonds
Stocks
Real estate
Policy loans
Payments on long·-term debt
Total cash appli,ed
Increase in cash

$

185,615
52,540
574,837
319,002
341,731
(96.352)

_ _(_24.210)

1,353,163

752,855
__ ~)30~

2,134,320

1,613,255

97.057
127,456
11,463

__)8~!.82Q.

2,035,05!

99,269

Cash and time deposits balance, beginning of year
Cash and time deposits balance, end of yeax

.L2,ln,140

See notes to financial statements
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AIA SERVICES CORPORATION
Notes to Consolidated Financial Statements
December 31, 1987

Principles of Consolidation The consolidated financial statements include the accounts of the
Company and its wholly·'owned subsidiaries, Universe Li,fe Insurance
Company and AlA Wyoming Insurance, Inc.
All material intercompany
transactions have been eliminated in consolidation.
Basis of Presentation ,Univer'se Life Insurance Company, the la:rger subsidiary, maintains its
accounts in conformity with accounting practices presc:dbed or
permitted under statutory authotity and, accoIdiugly, the consolidated
balance sheet is prepared in acco:rdance with statutory accounting
practices.
Accounting practices presctibed or permitted under statutory authority
vary in some respects hom gene,rally accepted accounting principles.
The mor e significant differ'enees are as follows:
(1)

Reserves for future benefits are based on statutozy mortality
and intezest requirements without consideration of withdrawal.s
rather than on estimates I'eilecting histori,cal expe-rience.

(2)

Commissions and other acqui,sition costs are chazged to current
operati,ons as incurred rather than being allocated over the
premium paying period.

(3)

Deferred income taxes are not provided for timing differences
reSUlting from reporting of certain Ievenues and expenses in
different periods for tax and financial repoIting purposes.

(4)

The mandatory securities valuation reserves are reported as a
liability rather than as an appropriation of surplus.

(5)

Realized capital gain or losses are reported as changes in
unassigned
sutplus
Iather
than
being
included
in
the
determination of earnings.

(6)

Certain assets are designated as non-admitted fot statutory
purposes and are excluded from assets, along with the changes
being reflected directly in unassjgned surplus,

The effect of these differences on the financial statements has not
been determined, but may be material
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AIA SERVICES CORPORATION

Notes to Consolidated Financial Statements
December 31, 1987

!!£~.l

- Summarl._of Significant Accounting Policies (Continued)

Investments .Bonds are valued at amo!tized cost. The aggregate market value of
bonds has not been determined as the Company intends to hold the bonds
to maturity. Common stocks ate stated at quotations prescribed by the
National Association of Insurance Commissioner s whfch generally
approximate market values
(cost $111,247).
Gains and losses
r'eflecting the values of investments are carried directly to
unassigned sULplus as unrealized appreciation or depreciation of
investments.
Company occupied properties are stated at cost less
depreciation. DepIeciation is provjded on a stt'aight··line basis over
the esti.mated useful lives of the assets.
Revenue Recognition -,
Life premiums at e taken into income over the pI emium paying period of
the policies.
Costs related to the acquisition of premium revenues
are charged to operati.ons as i.nculred.
Goodwill ,.,
The excess of cost over net assets of subsidi,aries acqu:h ed (goodwill)
at date of acquisj,tjon is being amortized. Goodwill amor t:l..zation is
charged directly to unassigned surplus in accordance with statutory
accounting practices.
Future Policy Benefits and Claims Reserves Reserves for, futuI'e policy benefits are provided in accordance with
statutory requirements"
Life i.nsurance
reserves are computed
primarily on a net level or modified reserve basis using 1941 and 1958
esa and CET mortality tables. Intel est assumptions range from 2.5
percent to 5.5 percent.
Claims reserves include knotro. losses and
estimated incurred but not reported losses based on hi.storical
experience.
Income taxes
The company
income less
depreci.ation

provides for income taxes based upon financial statement
the small life insurance company exclusion and certain
adjustments. Deferred income taxes are not provided.

Note 2 - Bonds
At December 31, bonds i.n the amount of $1,261,225 were on deposit wi.th
state regulatory authorities as required by law
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AIA SERVICES CORPORATION
Notes to Consolidated Financial Statements
December 31, 1987

Note 3 - Compa~ OccuEied Properties,
Company occupied ptope!ties consist of the following:
Land and improvements
Building

$

2,142,756

Total cost
Accumulated depreci.ation
Net

288,104
1,854,652

__ ~836
l.~, 050. 9~Q

Note 4 - Mot'tga$es and No tes Pa.lable.
Mn'tgages and notes payable consist of the following:
Valley Commet'cial Bank ."
$10,500 payable monthly including interest
at 22% ovet' prime rate, collateralized by
company occupi.ed propetty.
LID assessments -'
$5,033 payable annually including interest
at 1O~ i..

$

______ 21,601
584,969

Total mortgages payable
First Inte'lstate Bank -$40,000 payable monthly for 1987 with
escalat:tng amounts thereafter, :i.ncluding
interest at 17. over' prime rate. The capital
stock of Universe Life Insurance Company is
pledged as collateral.
Total mo:z:-tgages and notes payable

563,368

2,378,929

$

2,9631.~

Required annual repayments of the mar tgages and notes payable for
years beginning after 1987 are as follows:

1988

1989
1990
1991
1992
Thereafter
Total

AFFIDA VII OF AIMEE GORDON

$

389.395
525,097
642,626
1,149,250

107,340
_...1.2Qo!.190

$ 2,963,898
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AlA SERVICES CORPORATION
Notes to Consolidated Fi.nancial Statements
December 31, 1987

Note 5 - Reinsurance

The Company has reinsurance contracts under which it assumes insnxance
risks for plans handled by other companies and cedes insurance risks
to other insurance companies for plans whi.ch it has underwritten.
The Company ceded insurance risks for ordinary life insurance to other
compani.es with a maximum retention of $50,000 per policy. The risk
and liability of ceded insur ance lies wi.th the assuming company,
Contingent liabi.li.ties exist with respect to reinsurance to the extent
that :r;einsurance companies are later unable to meet their obJ:!.gations
under the rei.nsurance agr'eements.
Not~i.

- Related Party Transactions

The Company r'einsures a portion of certain li.fe and health insurance
polici.es sold by A. LA.. Inc. an insurance agency owned by the
Company's major stockholder.
A.LA.,
Inc. also provides all
administrative services for the Company.
A. LA., Inc. occupies a portion of company occupied properties under' a
five-·year operat:1.ng lease. Rent income fOI 1987 was $228,000.
On December 31. the stockholders borrowed $157,250 from the Company.
This is an unsecured, interest free, demand note.

Note 7 - Subsequent Event
On January 1, 1988, the Company issued 38,999 shares of common stock
and 200,000 shares of preferred stock in exchange for 100% of the
common stock of A.I.A., Inc., A.I.A. Travel Services, Inc. and A.I.A.
BancaId Services Corporation and certain other assets owned by
individuals who are shareholders or officers of the Company.
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AlA SERVICES CORPORATION
Consolidated Balance Sheet
December 31, 1986
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Board of Directors
AIA Services Corpor'ation
Lewiston, Idaho
We have examined the consolidated balance sheet of AlA Services Corporation
at December 31. 1986.
Our examination was made in accordance with
generally accepted auditing standards and, accordingly. included such tests
of the accounting records and such other auditing procedures as we
considered necessary i.n the circumstances.
As described in Note I, the Company I s policy l.s to prepare its financial
statement on the basis of accounting practices prescribed or permitted by
statutory authority.
These practices differ in some respects from
generally accepted accounting principles. Accordingly, the accompanying
financial statement is not intended to present financial position in
conformity with gener'ally accepted accounting principles .
In out opinion, the financi.al statement referred to above presents fairly
the consolidated financial position of AIA Services Corporation at December
31, 1986, on the basis of accounting described in Note 1.

May 22, 1987
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AlA SERVICES CORPORATION
Consolidated Balance Sheet
December 31, 1986
Assets
Investments
Bonds
Common stocks
Company occupied properti.es
Mortgage loans
Policy loans
Cash and time deposits
Receivab les
Reinsurance
Interest
Stockholders
Other
Deferred premiums
Excess of cost over net assets acquired
Other assets

$ 3,922,313

14,190
1,976,004
468,648
521,260

2,092,871
227,528
224.559
273,620
292,264
1,005,618
2,022,588
22,838

Total Assets
Liabilities and Stockholders' Equity
Future policy benefits
Unpaid policy claims
Miscellaneous policy liaMli ties
Mortgages and note payable
Accounts payable and accrued expenses
Income taxes payable
Mandatory secur i ty valuation reserve
Other liabilities

$ 6,139.733
123,151

242,025
3,149,719
371,775

12,750
58,360
___.!!3 ,837

Total liabilities
Stockholders' Equity
Common stock .. $1.00 par value per share,
10,000,000 shares authorized, 801,000
shares issued and outstandi.ng
Additional paid-in capital
Unassigned surplus
Total stockholder s! equi.ty
Total Liabilities and Stockholdets' Equity

801,000

2,114,018

___..._..h2~~
2,923,95!
$13,064,301

See notes to financial statements
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AlA SERVICES CORPORAT10N
Notes to Consolidated Balance Sheet
December 31, 1986

Not~~!l...£LSignificant _ Account~~.!o1icie~,

Principles of Consolidation -.
The consolidated balance sheet includes the Company and its
wholly-owned subsidiaries, Universe Life Insurance Company and AlA
Wyoming Insurance, Inc. All matet'ial intercompany transactions have
been eliminated in consolidation.
Basi,s of Presentation ..
Universe Life Insurance Company, the largest subsidiary, maintains its
accounts in conformity with accounting practices prescribed or'
permitted undel statutory authoxity and, accordingly, the consolidated
balance sheet is prepared in accordance wi.th statutory accounting
practices.
Accounting p! actices prescr ibed or permitted under statutor), authori.ty
vary in some respects hom generally accepted accounting principles.
The more significant differences are as follows:
(I)

Reserves for future benefits are based on statutory mor tality
and interest requirements without consideration of withdrawals
rather than on estimates ref] ecting histor ical experience.

(2)

Commissions and other acqui.sition costs ar e charged to CUB'ent
oper'ations as incurred rather than being allocated over the
premium paying period.

(3)

Deferred income taxes are not provided for timing differences
resulting from reporting of certain revenues and expenses in
different periods for tax and financial reporting purposes.

(4)

The mandatory securities valuation resel:ves are reported as a
liability rather than as an appropriation of sUI'plus.

(5)

Reali.zed capital gain or losses are reported as changes in
unassigned
surplus
rather
than
being
included
in
the
determination of earni,ngs.

(6)

Certain assets are designated as non··admitted for statutory
purposes and are excluded from assets. along wi.th the changes
being reflected directly in unassigned surplus.

The effect of these differences on the financial statements has not
been determined, but may be material.
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AlA SERVICES CORPORATION
Notes to Consolidated Balance Sheet
December 31, 1986

~~.l

- Summary of Significant .Accou~ting Policies (Continued)

Investments Bonds are valued at amortized cost. The aggregate market: value of
bonds has not been determined as the Company intends to bold the bonds
to maturity.. Common stocks are stated at quotations presct'ibed by the
National Association of Insurance Commissioners which generally
approximate market values (cost $11.302). Gains and losses reflecting
the values of investment ate car!ied directly to unassigned surplus as
unrealized apPI'eciation or depreciation of investments.
Company
occupied
properties
are
stated at
cost
less
depreciation.
Depredati.on is provided on a straight·-line basis over' the estimated
useful lives of the assets.
Revenue Recognition .Life premiUms are taken into income over the premium paying period of
the policies. Costs r'elated to the acquisition of premium revenues
are charged to operations as incurred.
Goodwill The excess of cost over net assets of subsidiaries acquired
(goodwill) at date of acquisition is being amortized.
Goodwi.l1
amortization is charged directly to unassigned surplus in accordance
with statutory accounting practices.
Future Policy BeneH ts and Claims Reserves _.
Reserves for future policy benefits are provided in accoIdance with
statutory requirements. Life insurance reserves are computed primarily
on a net level ot modified reserve basis using 1941 and 1958 CSO and
GET mo!tality tables. Interest assumptions range from 2.5 percent to
5.5 percent.
Claims reserves include known losses and estimated
incurred but not reported losses based on historical experienc.e.

Note~.-

Investment Securities

At Dec.ember 31. bonds in the amount of $1,220,657 were on deposit with
state regulatory authorities as required by law .
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AlA SERVICES CORPORATION
Notes to Consolidated Balance Sheet
December 31, 1986

Note 3 - Company Occupied Properties
Company occupied properties consist of the following:
Land and improvements
Building

$

_.J.J .E..!.19§.
2,015,300

Total cost
Accumulated depreciation

.. _. __}9,29§.

$ 1,976,004

Net

No~...i-=.Hol: tgages

288,104

and Notes .~~~b1e

Mortgages and notes payable consist of the following!
Valley Commercial Bank ..
$10,500 payable monthly including i.nterest
at 2~% over p!'ime rate. The building and
land are pledged as collateral.
Fidelity Escrow··
$914 payable monthly including interest at 10%.
LID assessments .
$5,033 payable annually i.ncluding interest
at lO~%.
10tal mortgages payable

First Interstate Bank $40,000 payable monthly for 1987 with
escalating amounts thereafter, including
interest at 1% over prime 1:ate. Capital
stock of The Universe Life Insurance Company
is pledged as collateral. A.I.A., Inc.! a
related corporation, is a joint obligor and
the company's majority shareholders have
per'sonally guaranteed the note.
Total Mortgages and Notes Payable

$

622,037
3,579

__._•. 24.!.l03

649,719

__ ~.! 500 J

000

tlJ49,?~

to 3;),~
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AlA SERVICES CORPORATION
Notes to Consolidated Balance Sheet
December 31, 1986

Note 4 - Mortgages and Notes
Required
follows:

annual

Paya~le (C~~)

payments

for years beginning a:tel

1986 ale
$

1987

as

351,056
504,109

1988
1989
1990
1991
Thereafter

612,313
730,208
733,003
219,030

The Company has leinsurance contracts under whi.ch it assumes insuIance
lisks for plans handled by other companies and cedes insurance risks
to othel insurance companies for plans which it has underwritten.
The Company ceded insurance risks for ordinary life i.nsulance to other
companies with a maximum retention of $50,000 per policy. The risk
and liability of ceded insurance lies with the assumi.ng company.
Contingent liabilities exist with respect to ~t'e:i.nsu!·ance to the extent
that reinsurance companies are later unable to meet their obligations
under the reinsurance agreements.
Note_~=-Re~~Party.

Transactions

The Company Ieinsures a portion of certain life and disability
insurance policies sold by A I.A., Inc. an insurance agency owned by
the Company 1 s major stockholder.
A.LA., Inc. also plovides all
administrative services for the Company ..
A.I.A •• Inc. occupies the offi.ce building under a
lease. Annual rental for 1986 was $210,000.

fiv~·-yeat·

operating

On December 31, the stockholders bOItowed $273,620 from the Company.
This i.5 an unsecured, interest free, demand note.
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Conso11dat:<>d BaJ.an<:<o Sheet"
Sept<mber 30, = e 30 "'>d J.t;,rcl't 31, 1995 and. D""'~ 31, lSlSl4

Asse.ts

Septetnber 30,

June 30,

1995

--~--

$

4 >,0.6, 538

$ 33,590,415
337,731
309,178
5,265,196
250,712
181,934
995,649

$ 39,551,053

3,153,674
1,749,3BO

3,541,534
3,Hl,569

4,034,951
._3,578,916

~~/ 779,341

~l~

~9B9,562

L~i:.~!.

43,834,5.31
654,000
8,496,434

S 24,642,14 S
769,000
22,489,791

$ 36,4 7S t 328
74 7,000
10,468,970

$

853,950

1, 605, 037

-------

---.-..--

_.,. 53, 83G, 915

49,510,332

Cash
Accrued investment income
Receivable"
Income taxes receivable
Prepaid eKpehsas
?roper~ and equipment, net

S8,967

432,566

374,541
6,160,413
243,356
852,824
1,078,631

350,514
6,676,813
250,712
818,6S0
1, ISS, 635

25,910

Deferred income taxes
Deferred policy acquis1tton costs

Cost of insurance and licenses acquired
To tal asset s

December 31,
H94

30,399,226
395,205
313,982
5,124,545
250,712
919,602
473,019

$

Investments

"'..arch 31,
1995

4,394,439
_.~,265

Liab:Ui ties

Policy benefits and otheL policy
liabilities
Unearned commissions

Accounts payable and accrued expenses

$

42,464,979
766,000
8,149,927

3,766

DefeLred income taxes

Hortqaqes and notes payable
sold under agreement to
reput'"chase

1,723,15;:

1,840,628

~123,899

6,654,000

_ 55,581,349

59,814,434

Secu~itie8

rotal liabilitIes

Stockholdera' Equity (Deficit) and

Long-~~

capitalization

Obligation to former majority common

stockholder
Stated value p~eferred stock
Preferred C stock

7,329,535
1,742,196
180,000
10,795
1,620,000

Common stock.

Additional paid in capital
I'reasury st.ock

Unrealized losses
Retained earnings (deficit)

(201,799)
(ZI,740,295)

1,828,119

1,865,029

1,903,101

1,033,380
771,318
(l,244,153)
{96,802l
p, 284, 8?2.l

1,033,380
771,318
[1,244.,153)
(339,387)

1,033,380
711.318

_~l!"'~!i)

(1,244,153)
(493,219)

.... _._.. .L~l~.!JOO)

lotal stockholders' equity (deficit)
and long-tezm capitalization
!otal liabilitie~ and stockholders'
eqUity (deficit) and long-te~m
capitalization

Ine financial information presented herein is deIived from the consolidated financial information of
AlA Services Corporation and is presented for purposes of analysis ratheL than to present the
fin~ncial po~ition of the Company
For purposes of thi~ presentation, the obligation to the f04mer

majority stockholder and the stated value p~eferred stOCK are included in the section entitled
'Stockholders' Squity and Long- Term Capital1.ation" which also include" prefexred C stock and collllnOn
stockholdezs' equity. Generally accepted accounting principles (GAAP) require that the obligation
to the form", majority "hareholdet be included in tile liability s<lct1on as lonq-tenn debt and the
stated valUQ

prefe~red

stock be

p~Qs9nted

above the common stockholders' equity section of the

balance sheet
In addition, management has elected to omit substantially all of the disclosures
required by GAAP
If the financial statements were presented in accordance with GAAP and all
omitted disclQsure3 were included, they mi9ht influQnce the

USQr's

conclusions about the Cornpany's

financial p05ition. te$ults of operations and cash flows. Accordingly, these financial statements
are not desiqned for those ~ho are not informed about such matter~
3
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AIA SERVICES CORPORATION

consolidated Statements of Inc~
the ~ee Months Ended September 30, 1995 and 1994
and For the Nine Months Ended september 30, 1995 and 1994
Fo~

Revenues
Insurance premiums earned
Ceded premiums

Three Honths Ended
september 30,

Nine Months Ended
september 30,

______1995 _ _ _ .

1995

$

$

Commissions
Invest.ment income
Administrative fees

5,767,162
52,914

1,690,376
23,974
1,015,682

_ _ _ _ ~!.B19/533

Total revenues
Benefits and expenses
Policy benefits
Reinsurance recoveries

Comroissi.on expense
General and administrative
expense
Interest expense

------------.769,358

2,490,009

1,652,855
_______196,502

5,852,795
380,6!~

Total expenses
Income (lossl before prOVision for
i.ncome taxes
Pro'lision for (benefit from)
income taxes
Net income (loss) before discontinued
operations
Net income (loss) from discontinued
operations
Net income

AFFIDAVIT OF AIMEE GORDON

111,317

(83,868)

9,374

_ _ _ .____ (54.,123)

101,943

(29,745)

(11,367,083)

$

(11,265,140)

_____ !13,600,572)

$

{l3,630,317}

======~~~==~

AlA0028747

EXHIBIT V

AFFIDAVIT OF AIMEE GORDON

AlA SERVICES CORPORATION
Consolidated Statements of stockholders' Equity
For the ~lne Months Ended September 30, 1995

>-

>-rj
>-rj

.........

ObL fsatlon

>-

C<:m\lCli

u

to Former
Majority

-<
::J
o

Stoc~holder

Balance, December 31, 1994

>-rj

Stated
Value
I'referred
Stock
$1.903,101

$

Comnon

Preferred C
StocK
$

Stock

1,033,380

$

Additional
Paid· In
Capital

771,318

$

Treasury
Stock·

$(1,244,153)

Net
Unrealized
AppreCIation
of Debt
and Equity
SeCuf'\tles
(493,219> $

$

Net loss

>-

(38,072)

Unrealized holding gains on seCUrIties available for sale

153,832

Balance, March 31, 1995

o
o

Net

6o
z

1,865,029

771,318

i,033,380

(339,387)

(1,Z44,153)

loss
(36,310)

UnreaLized holding galns on securities available for sale

242,585

Balance, June 30, 1995

1,828,719

(96,602)

(1,244,153)

771,318

1,033,380

loss
(86,523)
(104,997)

UnrealIzed holding gaIns on securIties available for sate
Obligation to former majority stockholder
Redemption of stated value preferred stock

7,SOO.000
(7,740,027)

(170,465)

Cancellation of outstanding treasury stock

(673,540)

Change in par value of common stock from $1 par to $0.01 par

(356,242)

Balance, September 30, 1995

a

N

00

"'-l

~

00

~

~

~ ....

8,984,180

356,242
(7,197)
cr,190,277)

7,190.277

~ero

Issuance of Preferred C shares

:>
a

(8,310,640)

7,197

Three for one stock splft

~
>---i

(3,284,877)
(11,265,140)

Redemption of stated value preferred stOCK

Ad/ust paid In capital to

(1,677,974)
<1,606,903)

RedemptIon of stated vaLue preferred stock

Net

(919,700>
(158,274)

Redemption of stated value preferred stock

~tn

RetaIned

EarnIngs

1,620,000

180,000
$ 7,329,535

DJ 742, 196

180,000
$;;.......;.::;;;;.s.:

.$

10,795

.$

1,620,000

$

.$

(201.799) $(21,74Q!294)
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.,

>

Pavmels to Reed and Donna
Compared to operating Income
9/3012008

>-rj
>-rj

,.......

U

>

-<,.......

AlA Insurance
Nellncome
(1,500,419)

>-l

0

>-rj

1995

Un-Consolidated
AlA Services
Net Income
(724,080)

Total Income
(2,224,499)

>
,.......

~

1996

757,591

(258.836)

498,755

1997
1998

828,854
877,318
(5,061)
313,655
354,730
451,233
750,012
1,063,520
239,660
230,432
71,881
174.251

(359,739)
(910,219)
(793.738)
(531,963)
(593,414)
(354,658)
(411,941)
(469,475)
(390,380)
(534,475)
(519,459)
(657,296)

469.115
(32,901)
(798.799)
(218.30B)
(238,6B4)
96,575
338,071
594,045
(150,720)
(304.043)
(447.578)
(483,045)

4,607,657

(7,509,673)

(2,902.016)

tr:J
tr:J

0
0

50
Z

1999
2000
2001
2002
2003
2004
2005
2006
2007
2008

A
B

C
D
E
F
G
H

~
~

W ........

~

Cash Payments
Other Payments
10 Reed
10 Reed
583,065 A
1.321,000
B
469,996
C
240,000
590.060
C
140,000
D
96,065
E
309,083
F
15.963
483.473
G
905,880
958,094
918,766
707,692
353,052
172,520
221,948
275.932
301.148
245,999
277,426
36,138
81.066 H
6,592.648

value of airplanes (a9reed value per msurance poliCy)
*Amount
write off 01 personal AR
salal)'
legal bills - Calfncross & Hempelmann
write off CAP Bill
paymenl of Fells Field Airplane bill
cosl 01 protected agents 9/30108
Misc. expenses: personal expenses, peterson consulting. and retainer

3,116,718

*

Total to Reed
1,904,065
469,996
240.000
590,060
140,000
96,065
309,083
15,963
488,473
905,880
958,094
918,766
707.692
353,052
172,520
221,948
275.932
301.148
245.999
277,426
117,204
9,709,367

Payments
to Donna
351,894

293,467
293,985
289,826
295,820
57,677
47,850
48,000
90.000
120,000
120,000
120,000
55,000

Grand Total
2.255.960
469,996
240,000
910,979
140,000
96,065
309,OB3
15,963
488,473
1,199,347
1,252.079
1,208.592
1,003,512
410.729
220,370
269.948
365,932
421,148
365,999
397,426
172,204

2,504,439

12,213,805

320,919

of assumed liability is $ 672,339.85
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FJLED
1m FEB 12. PfJ 3 09
Charles A. Brown
Attorney at Law
324 Main Street
P.O. Box 1225
Lewiston, ID 83501
208-746-9947
208-746-5886 (fax)
ISB # 2129
CharlesABrown@cableone.net
Attorney for Intervenor, 401(k) Profit Sharing Plan
of the AIA Services Corporation.
IN THE DISTRICT COURT OF THE SECOND JUDICIAL DISTRICT OF
THE STATE OF IDAHO, IN AND FOR THE COUNTY OF NEZ PERCE
REED J. TAYLOR, a single person,

)
)
)
Plaintiff,
)
)
v.
)
AIA SERVICES CORP., an Idaho
)
corporation; AlA INSURANCE INC., an Idaho)
corporation, R. JOHN TAYLOR and CONNIE )
TAYLOR, individually and the community
)
property comprised thereof; BRYAN
)
FREEMAN, a single person; JOLEE DUCLOS,)
a single person; CROP USA INSURANCE
)
AGENCY, INC., an Idaho Corporation; and
)
JAMES BECK and CORRINE BECK,
)
individually and the community property
)
comprised thereof;
)
)
Defendants.
)
)
AIA SERVICES CORPORATION, an Idaho )
corporation; and AlA INSURANCE, INC., an )
Idaho corporation,
)
)
Counter-Claimants,
)
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)
)
)
)
)
)

v.

REED J. TAYLOR, a single person,
Counter-Defendant.

------------------------------)
CONNIE W. TAYLOR and JAMES BECK,

)
)
)
)

Counterc1aimants,
v.

)
)

REED J. TAYLOR, a single person,

)
)
)

Counterdefendant.

------------------------------)
401(K) PROFIT SHARING PLAN FOR
THE AlA SERVICES CORPORATION

)
)
)
)

Intervenor.

----------------------------)
COMES NOW the Intervenor by and through its attorney of record,
Charles A. Brown, and moves the Court, pursuant to LR.C.P. 56, for summary judgment and to issue
an order that the plaintiff take nothing by way of his complaint for the reason that the 1996 Stock
Redemption Restructure Agreement, upon which the Fifth Amended Complaint is based, are illegal
and unenforceable and, thus, void.
The Intervenor also requests that its Motion for Partial Summary Judgment be granted
on the basis that the 1996 Stock Redemption Restructure Agreement is illegal and unenforceable as
are all correlative causes of action as against AlA Services Corporation and AlA Insurance, Inc.,
(whether said causes of action arise from the 1996 Stock Redemption Restructure Agreement or its
predecessor the 1995 Stock Redemption Agreement) and and that this matter be dismissed in its
entirety as it might impact AlA Services Corporation and or AlA Insurance, Inc.
This motion is based upon briefing and affidavits filed herewith.

Charles A. Brown, Esq.
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Oral argument is requested.
DATED on this

12~ day of February, 2009.
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Charles A. Brown
Attorney for Intervenor, 401(k) Profit Sharing
Plan of AIA Services Corporation
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Charles A. Brown, Esq.
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Charles A. Brown
Attorney at Law
324 Main Street
P.O. Box 1225
Lewiston, ID 83501
208-746-9947
208-746-5886 (fax)
ISB # 2129
CharlesABrown@cableone.net
Attorney for Intervenor, 401(k) Profit Sharing Plan
of the AIA Services Corporation.
IN THE DISTRlCT COURT OF THE SECOND JUDICIAL DISTRlCT OF
THE STATE OF IDAHO, IN AND FOR THE COUNTY OF NEZ PERCE
)
)
Plaintiff,
)
)
)
v.
)
AlA SERVICES CORP., an Idaho
)
corporation; AlA INSURANCE INC., an Idaho)
corporation, R. JOHN TAYLOR and CONNIE )
TAYLOR, individually and the community
)
property comprised thereof; BRYAN
)
FREEMAN, a single person; JOLEE DUCLOS,)
a single person; CROP USA INSURANCE
)
AGENCY, INC., an Idaho Corporation; and
)
JAMES BECK and CORRlNE BECK,
)
individually and the community property
)
comprised thereof;
)
)
Defendants.
)
)
AIA SERVICES CORPORATION, an Idaho )
corporation; and AIA INSURANCE, INC., an )
)
Idaho corporation,
)
Counter-Claimants,
)

REED J. TAYLOR, a single person,
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)

v.

)
)
)

REED J . TAYLOR, a single person,

)

Counter-Defendant.

)

------------------------------)
CONNIE W. TAYLOR and JAMES BECK,

)

)

Counterclaimants,

)
)

v.

)
)
)
)
)

REED J. TAYLOR, a single person,
Counterdefendant.

----------------------------)
401(K) PROFIT SHARING PLAN FOR
THE AIA SERVICES CORPORATION

)
)
)
)

Intervenor.

----------------------------)
COMES NOW the Intervenor by and through its attorney of record,
Charles A. Brown, and moves the Court, to pursuant to LR.C.P. 11(a)(2)(B), to reconsider its
Opinion and Order on Plaintiff's Motion for Partial Summary Judgment and Motion for Injunction
dated February 8, 2008, which granted the plaintiff's Motion for Partial Summary Judgment on
Promissory Note.
Said motion is made on the basis that since the time said Opinion and Order was
entered in the above-entitled matter certain facts have been discovered which necessitate the
reconsideration ofthe facts and, thus, applicable law which the Court reviewed in its granting ofthe
Plaintiff's Partial Summary Judgment on the Promissory Note.
This motion is based upon the briefing and affidavits filed herewith.
Oral argument is requested.
DATED on this

\11::1:>day of Febn' 2009.
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Charles A. Brown
Attorney for Intervenor, 401(k) Profit Sharing
Plan of AlA Services Corporation
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Charles A. Brown
Attorney at Law
324 Main Street
P.O. Box 1225
Lewiston, ID 83501
208-746-9947
208-746-5886 (fax)
ISB # 2129
CharlesABrown@cableone.net
Attorney for Intervenor, 401(k) Profit Sharing Plan
for the AIA Services Corporation.
IN THE DISTRICT COURT OF THE SECOND JUDICIAL DISTRICT OF
THE STATE OF IDAHO, IN AND FOR THE COUNTY OF NEZ PERCE
REED J. TAYLOR, a single person,

)
)
Plaintiff,
)
)
)
v.
)
AlA SERVICES CORP., an Idaho
)
corporation; AlA INSURANCE INC., an Idaho)
corporation, R. JOHN TAYLOR and CONNIE )
TAYLOR, individually and the community
)
property comprised thereof; BRYAN
)
FREEMAN, a single person; JOLEE DUCLOS, )
a single person; CROP USA INSURANCE
)
AGENCY, INC., an Idaho Corporation; and
)
JAMES BECK and CORRINE BECK,
)
individually and the community property
)
comprised thereof;
)
)
Defendants.
)

Case No. CV 2007-00208

BRIEF IN SUPPORT OF INTERVENOR'S
MOTION FOR PARTIAL SUMMARY
JUDGMENT AND THE MOTION
FOR RECONSIDERATION OF OPINION
AND ORDER ON PLAINTIFF'S
MOTION FOR PARTIAL SUMMARY
JUDGMENT

------------------------------)
AIA SERVICES CORPORATION, an Idaho )
corporation; and AIA INSURANCE, INC., an )
)
Idaho corporation,
)
Counter-Claimants,
)
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Charles A. Brown, Esq.
P.O. Box 12251324 Main St.
Lewiston, Idaho 83501
208-746-99471208-746-5886 (fax)

)

v.

)

REED J. TAYLOR, a single person,
Counter-Defendant.

)
)
)
)

----------------------------)
CONNIE W. TAYLOR and JAMES BECK,
Counterclaimants,
v.
REED J. TAYLOR, a single person,
Counterdefendant.

)
)
)
)
)
)
)
)
)

----------------------------)
401(K) PROFIT SHARING PLAN FOR
THE AlA SERVICES CORPORATION
Intervenor.

)
)
)
)

----------------------------)
COMES NOW the Intervenor by and through its attorney of record,
Charles A. Brown, and provides this Brief in Support of Intervenor's Motion for Partial Summary
Judgment and the Motion for Reconsideration of Opinion and Order on Plaintiffs Motion for Partial
Summary Judgment.

PREAMBLE
The Intervenor, the 401(k) Profit Sharing Plan for AlA Services Corporation
(hereinafter referred to as the "401 (k) Plan"), has a substantial holding of AlA Services
Corporation's Preferred C stock. (See Exhibit J of the Affidavit of JoLee K. Duclos in Support of
Supplemental Brief re: Motion to Intervene.) If Mr. Reed Taylor's claim against AlA Services
Corporation is declared to be unlawful and illegal, and, thus, unenforceable as against AlA Services
Corporation, the ability of AlA Services Corporation to meet the

obli~ation

owed to Preferred C

shareholders increases significantly. The 401(k) Plan is not seeking restitution herein for past
monies that were paid to Mr. Reed Taylor. If the Intervenor's motions for partial summary judgment
and reconsideration are successful, the matter will then be reassessed and an ERISA action would
BRIEF IN SUPPORT OF INTERVENOR'S MOTION FOR PARTIAL
SUMMARY JUDGMENT AND THE MOTION FOR RECONSIDERATION OF
OPINION & ORDER ON PLAINTIFF'S MOTION FOR PARTIAL SUMMARY -
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be considered. At that juncture, the 401 (k) Plan's measure of damages will be the $10 per share it
was purported to be in 1996 plus accrued dividends that went unpaid up to the present. The primary
targets of such an ERISA action will be AlA Services Corporation, Mr. Reed J. Taylor, and
Mr. R. John Taylor. The details and nuances of any such ERISA action are irrelevant to this pending
matter, but the 401 (k) Plan does still have a direct, vested interest in protecting AlA Services
Corporation/AlA Insurance, Inc. against Mr. Reed Taylor's gargantuan, illegal, and unenforceable
claim.
Incorporated by reference are all affidavits and their attachments already filed by this
Intervenor in support of its Motion to Intervene, and also any affidavits filed by any of the abovenamed defendants.

STATEMENT OF FACTS
Despite the acrimony in this case, there is a surprising consensus on the pivotal facts
and the applicable law is clear and resolute.

PLAINTIFF'S FIFTH AMENDED COMPLAINT
If one can wade through much of the unnecessary verbiage of the Fifth Amended
Complaint (hereinafter referred to as "Complaint") there are factual allegations that set the outer
parameter ofthis matter. Mr. Reed Taylor was the founder and majority shareholder ofAlA Services
Corporation (see' 2.10 of the Fifth Amended Complaint). AlA Insurance, Inc. is a subsidiary of
AlA Services Corporation (see' 2.11 of Fifth Amended Complaint). It is also uncontroverted that
in 1995 Mr. Reed Taylor was the Chairman of the Board of Directors and the Chief Executive
Officer of AlA Services Corporation, and the owner of approximately 63 % of the common stock of
AlA Services Corporation, more specifically, 613,494 shares out of approximately 973,000 shares
issued and outstanding. See Exhibit A of Affidavit of JoLee K. Duclos in Support of Supplemental
Brief re: Motion to Intervene.
Paragraph 2.12 and 2.13 of the Complaint reads as follows:
2.12

On or about July 22, 1995, AlA Services and Reed entered
into a Stock Redemption Agreement, Stock Pledge
Agreement, and Security Agreement. Under the terms of the
Stock Redemption Agreement and related agreements, AlA
Services agreed to execute promissory note to timely pay
Reed $1 ,500,000 Million in 90 days ("Down Payment Note")
and $6,000,000, plus accrued interest due and payable
monthly at the rate of8Y4 % per annum ("Promissory Note").
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2.13

The Promissory Note was executed by lohnon behalf of AlA
Services on or about August 1, 1995. Under the terms of the
Promissory Note, AlA Services was required to timely pay all
accrued interest monthly to Reed and the principal amount of
$6,000,000, plus all accrued but unpaid interest was due and
payable on August 1,2005. Donna Taylor, the holder of the
Series A Preferred Shares in AlA Services, subordinated all
of her rights to payment of the redemption of her shares in
favor of Reed. Thongh the date of Reed's Complaint, AIA
SeI vices had not timely and properly paid all sums owed to
Donna Tay lor.

See pp. 6 & 7 of Fifth Amended Complaint (strike-through added, emphasis theirs).

The above two paragraphs are essentially accurate with two clarifications. Originally,
the $1.5 million Down Payment Note was not due within 90 days, but was actually due "upon
closing." (See Exhibit C to the Affidavit of 10Lee K. Duclos in Support of Supplemental Brief re:
Motion to Intervene, specifically p. 3 of the Stock Redemption Agreement.) Then, said amount was
changed to allow for payment within 90 days; regardless, said amount was not paid within said 90
days. (See Exhibit H to the Affidavit of 10Lee K. Duclos in Support of Supplemental Brief re:
Motion to Intervene.) Additionally, paragraph 2.13 talks about Mrs. Donna Taylor subordinating
all of her rights to payment of the redemption of her shares in favor of Mr. Reed Taylor; the
substance of which is an accurate statement, but said subordination did not occur until December 1,
2006. (See Exhibit D to the Affidavit of Charles A. Brown in Support of Intervenor's Supplemental

Brief re: Motion to Intervene.) These two clarifications are uncontradicted.
Additionally, paragraph 2.14 of the Complaint states:
The Stock Redemption Agreement, Stock Pledge Agreement, and
Security Agreement were all either authorized by the Board of
Directors of AlA Services and/or AlA Insurance and/or approved by
a shareholder vote.
See p. 7 of Fifth Amended Complaint.

The 1995 Stock Redemption Agreement (hereinafter referred to as the "1995
Agreement") was approved by the Board of Directors, but was not approved by a shareholder vote.
(See Exhibits A (March 1995), B (July 1995) and D (January 1995) to the Affidavit of 10Lee K.

Duclos in Support of Supplemental Brief re: Motion to Intervene.) The 1995 Agreement called for
payment on the $1.5 million Down Payment Note, plus interest on the $6 million. Payments for said
amounts were not paid by AlA Services Corporation. See paragraph 2.15 of Fifth Amended
BRIEF IN SUPPORT OF INTERVENOR'S MOTION FOR PARTIAL
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Complaint and default letters (see Exhibit I to the Affidavit of JoLee K. Duclos in Support of
Supplemental Brief re: Motion to Intervene).
In March of 1996, money started transferring out of the 401 (k) Plan and AlA Services
Corporation stock started funneling in. The stock/cash transfers were as follows:
March 1996
November 1996
September 1997

$565,000.00
$250,000.00
$110,000.00

56,500 shares (3 transfers)
25,000 shares
11,000 shares

See Exhibit J to the Affidavit of JoLee K. Duclos in Support of Supplemental Brief re: Motion to

Intervene.
The majority of the March 1996 monies obtained from the 401 (k) Plan immediately
went to line the pockets of the plaintiff, Mr. Reed Taylor.
As noted by the Affidavit of Aimee Gordon filed herewith, in March of 1996 monies
obtained from the 401(k) Plan were distributed as follows:

$100,000.00 to AlA Services

Corporation and $400,000.00 to First Interstate Bank ofIdaho to satisfY an indebtedness in the name
of AlA Services Corporation, Mr. Reed Taylor, and Mr. John Taylor.

It is interesting to note that in paragraph 2.15 of the Complaint the plaintiff states that
in 1996 AlA Services Corporation and Mr. Reed Taylor agreed to modifY the 1995 Agreement,
resulting in the 1996 Stock Redemption Restructure Agreement (hereinafter referred to as the 1996
Agreement), but the Complaint is silent as to the 1996 Agreement receiving approval by anyone on
the Board of Directors or by the Shareholders of AlA Services Corporation.
The Complaint specifically states:
Under the terms of the Amended Stock Pledge Agreement, AlA
Services' failure to timely pay Reed interest or principal under the
Promissory Note or the Down Payment Note constituted an Event of
Default.
See paragraph 2.17 of Fifth Amended Complaint.

As alleged in paragraph 2.18 of the Complaint and as set forth by the Amended Stock
Pledge Agreement:
Under the terms of the Amended Stock Pledge Agreement, AlA
Services and/or AlA Insurance owed Reed continuing contractual
obligations, including, without limitation, the obligation that Reed
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was required to be a member of the board of directors of AlA
Services until Reed was paid in full or sufficient security was posted
to ensure the payment of the Promissory Note.

See p. 8 of Fifth Amended Complaint (emphasis added).
There is no question that Mr. Reed Taylor was on the Board of Directors of AIA
Services and an active member throughout 2000. But, the minutes of October 1996 are revealing.
The minutes reflect that Cumer Green (who was also Donna Taylor's personal attorney) resigned
from the board " ... and that DOlma Taylor had appointed Reed Taylor as her representative on the
board until the next annual meeting. He then introduced Ernie Dantini as an observer at this meeting
representing Reed Taylor." (See attached minutes and also attached as Exhibit C to JoLee Duclos's
affidvit.)
The October 25, 1996, minutes on page 2 also reads as follows:
Al Cooper asked that the outside directors meet in executive
session. In-house directors and all other individuals were excused
from the room at 9:48. The meeting reconvened at 11 :20. The
directors conducted a general discussion of the cunent state of affairs
of the corporation and specified that three major problems needed to
be solved: 1) rehabilitation of Universe Life; 2) satisfaction of debt
to Reed Taylor and Donna Taylor; and 3) infusion of capital. The
directors requested John Taylor to focus on these three priorities and
to report on a regular basis to Mike Cashman, who would act as a
liaison to outside directors.
There being no further business, the meeting was adjourned at
12:40 p.m. (Emphasis added)

See Exhibit C to the Affidavit of JoLee Duclos, a copy of said minutes is attached hereto for reading
ease.
The minutes clearly reflect that AlA Services Corporation was struggling with the
debt to Mr. Reed Taylor and Mrs. Donna Taylor, and it is in November of 1996 that the further
"infusion of capital" is obtained from the 401(k) Plan in the amount of$250,000.00. See Exhibit J
to the Affidavit of JoLee K. Duclos in Support of Supplemental Briefre: Motion to Intervene. The
need to satiate the debt created by Reed Taylor's 1996 Restructure Agreement was again pressing.
It should also be noted that the 1995 Agreement entered into by Mr. Reed Taylor also

provided that he was a paid employee of AlA Services Corporation which dictated a cost to the
corporation in the amountof$147,000 per year or $12,250 per month (see Exhibit C to the Affidavit
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of JoLee K. Duclos in Support of Supplemental Briefre: Motion to Intervene, and more specifically
Exhibit D to the Stock Redemption Agreement (the Consulting Agreement).
Again, the allegations/admissions contained in paragraphs 2.21,2.22, and 2.23 of the
Complaint are accurate but, nevertheless, startling admissions:
2.21

During relevant times, the fair-market value of AIA Services
and AIA Insurance was less than the aggregate amount of
their total debts, which constitutes AlA Services and AIA
Insurance's insolvency. During relevant times, AlA Services
and/or AIA Insurance were unable to pay their debts as they
became due (including, without limitations, debts to Reed and
Donna Taylor), which also constitutes AlA Services
insolvency and AIA Insurance's insolvency.

2.22

During all relevant times, Reed was the largest and most
significant creditor of AIA Services. Because AlA Services
has failed to timely and properly pay creditors as required
during certain relevant times and/or was insolvent, John,
Duclos, Freeman, Connie, and/or Beck owed fiduciary duties
to creditors, specifically Reed because of his status as AlA
Services' largest and most significant creditor.

2.23

The value of AlA Services and AlA Insurance's assets
(including, without limitation, if both corporations are sold
and/or their assets independently sold) at the time Reed filed
his original Complaint was insufficient to pay Reed the
$6,000,000, plus prejudgment interest in excess of$2,000,000
owed to him. The value ofAlA Services and AlA Insurance's
assets (including if both corporations are sold) for at least 7
years of time preceding the time Reed filed his original
Complaint was insufficient to pay Reed the $6,000,000
principal, plus prejudgment interest owed to him.

See pp. 9 & 10 of Fifth Amended Complaint (emphasis added).

These allegations allege that AlA Services Corporation was valueless during all
relevant times.
These assertions are supported by the financial statements of AlA Services
Corporation in 1994, 1995, and 1996. The financials for 1995 were audited by accounting firms
KPMG Peat Marwick LLP and BDO Seidman LLP. (See the affidavits of Ms. Aimee Gordon and
Mr. Drew E. Voth filed herewith.) A synopsis of said financials is as follows:
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KPMG
1994

KPMG
1995

Total Assets

$ 6,052.465

$

Total Liabilities
Total Stockholders' Deficit
Total Liabilities and SD

$ 6,904,839
{$ 852,374}
$ 6,052.465

$ 20,360,990
{$17,018,838}
$ 3,342,152

Stockholders' Deficit Detail
Series C Convertible Preferred Stock
Common Stock
Additional Paid-in Capital
Treasury Stock, at, Cost
Unrealized Gains on Securities
Retained Deficit
Total Stockholders' Deficit Detail

$$ 1,033,380
$ 771,318
($ 1,244,153)
($ 493,219)
($ 919,700}
($ 852,374)

$ 1,686,418
$ 10,795
$$$ 111,199
{$ 18,827,250}
($ 17,018,838)

$ 200,000
$ 10,795
$ 1,419,295
$$ 111,199
($ 18,760,127)
($ 17,018,838)

$ 286,500
$ 10,795
$ 2,197,796
$$($ 17,287,567)
($ 14,792.476)

nla

AlA 182-224

AlA 182-224

Bates

nla

3,342,152

BDO
1995

BDO
1996

$ 3,342,152

$ 2,856,836

$ 20,360,990
($ 17,018.838}
$ 3,342,152

$ 17,649,312
($ 14.792,476)
$ 2,856,836

See the Affidavit of Drew E. Voth, CPA, CFE, CVA, ClRA filed herewith.

What is interesting to note is that both KPMG Peat Marwick LLP and BDO audited
the 1995 financials. BDO even made adjustments to reflect that the 1995 shareholder deficit was
$18,760,127.00 as opposed to $18,827,250.00. The financial plight of AIA Services Corporation
was so complete and dramatic that in the footnotes to the Consolidated Financial Statements for
December 31, 1995 and 1994 (see Exhibit 1 to the Affidavit of Aimee Gordon filed herewith) the
accounting firm ofKPMG Peat Marwick LLP out of Portland, Oregon, specifically stated:
[T]he Company has suffered significant losses in 1994 and 1995,
primarily attributable to its insurance underwriting segment. This
segment was discontinued effective October 1, 1995, however,
disposal is not complete. The net liability to be disposed of in the
insurance underwriting segment, the recent losses from
continuing operations, negative cash flow from operating
activities, obligations to former and current stockholders and
negative stockholders' equity raise substantial doubt about the
entity's ability to continue as a going concern. Continuation of the
Company as a going concern is dependent upon, among other things,
the ability of the Company to dispose of its insurance underwriting
segment without further investment by the Company, the Company's
ability to generate sufficient cash from operations and to obtain
financing sources to meet its obligations. Management's plan in
regard to these matters are described in note 1. The accompanying
consolidated financial statements do not include any adjustments that
might result from the outcome of this uncertainty.
Id (Emphasis added.)
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Thus, the years 1994 and 1995 were of significant concern to the auditors regardless
of Reed Taylor's 1995 Agreement; 1996 was crippled even more so due to the 1996 Agreement.
LEGAL ARGUMENT
Before discussing what law does apply, it might help the process to discuss what law
does not apply.

In some of the hearings before the above-entitled Court in this matter,

Mr. Roderick Bond, one of the attorneys for the plaintiff, has made reference to the fair market value
of the stock of AIA Services Corporation in 1995 and 1996, as well as the fair market value ofthe
assets of said corporation during said time periods. Such discussions are not applicable because the
applicable law as captured by the 1995 statutes do not contemplate fair market value of shares. The
applicable statutes apply the standard of "insolvency" and "earned surplus." The statute does this
because this is a definite and measurable standard by which the acts and actions of the majority
shareholder, the Chairman of the Board of Directors, and the Chief Executive Officer of AlA
Services Corporation, i.e. Mr. Reed Taylor, can be gauged and judged. His overreaching and selfserving greed can be readily measured and judged. What he did to AlA Services Corporation was
a violation of the law which was designed to protect not only minority shareholders, creditors, and
employees, but also the public good.
The individual who started this company from its inception and who has such
tremendous power and authority is imbued with the financial knowledge about his own companywhether or not he wants to deny it at this stage becomes irrelevant.
The applicable statutes do not talk about or discuss Mr. Reed Taylor's knowledge or
lack of knowledge concerning the financial status of his own company in 1995 and 1996, nor does
it discuss intent or scienter. The reason for this is apparent because, as implied by plaintiffs
counsel's comments, Mr. Reed Taylor is going to claim ignorance, misdirection, deceit, etc., etc.,
etc., all of which this Court need not determine due to the applicable law at the applicable time.
Mr. Reed Taylor has received over $9 million from his former company since 1995
despite his own allegations that his company is valueless and insolvent. Mr. Reed Taylor will and
has argued that he was induced into this transaction by others for a variety of reasons, and somehow
he is a victim. At least he has had the comfort of over $9 million with which to wipe his tears.
Idaho statutory restrictions on such stock redemption agreements are intended to
prevent an insider from obtaining an unequal distribution of corporate assets at the expense of
minority shareholders, creditors, and, quite literally, the public good. Statutes are not designed to
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allow said insider to come up with a string of excuses as to why the statutory provisions should not
apply to him or her.
The 1995 statute in question was designed then, and similar statutes are designed
now, to protect the public good. Said statute would disallow a shareholder who owns a vast majority
of the shares of AlA Services Corporation to enter into a tremendous obligation which leaves the
company saddled and riddled with a financial obligation that it simply cannot meet, which would
hobble and cripple the corporation for years to come, impacting minority shareholders, employees,
the 401 (k) Plan, the vendor down the street, the community as a whole, etc. The statute is designed
to prevent exactly the type of overreaching which occurred in this matter.

A.

Violation of Earned Surplus Test.
It is indisputable that the 1995 Agreement and the 1996 Agreement violated the

"earned surplus" restriction and the "insolvency" provision of the Idaho Business Corporation Act
as it was in effect in 1995 and 1996. As noted above, AlA Services Corporation did not have a
surplus of any kind with which to redeem Mr. Reed Taylor's stock.

Instead, AlA Services

Corporation had substantial shareholder deficits far in excess of the redemption price agreed to be
paid to Mr. Reed Taylor. Idaho Code § 30-1-6 allowed the redemption of Mr. Reed Taylor's
common stock only to the extent of unreserved and unrestricted earned surplus available; and,
therefore, Idaho Code § 30-1-46 allowed for distributions to shareholders only out of a corporation's
"earned surplus." It is clear from AlA Services Corporation's audited Consolidated Financial
Statements for 1994, 1995, and 1996 that AlA Services Corporation did not have "surplus" of any
kind with which to redeem Mr. Reed Taylor's shares, much less the more than $7.5 million in earned
surplus that would have been required to legally redeem those shares. As reflected by the Affidavit
of Drew E. Voth, filed herewith, and as confirmed by the audited financial statements, the
shareholder deficit for 1994 was ($919,700) and the shareholder deficit for 1995 was ($18,760,127).
These issues and these figures are simply not debatable.

B.

Violation of Insolvency Test.
It is equally clear that the 1995 Agreement and the 1996 Agreement violated the

solvency requirement ofIdaho Code §§ 30-1-6 and 30-1-46 in that AIA Services Corporation was
unable to pay its obligations as they became due or was rendered unable to pay its obligations as they
became due as a result of the redemption transactions. Due to the fact that the 1996 Agreement
preempts the 1995 Agreement, it becomes absolutely clear that by the time the 1996 Agreement was
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entered into, AIA Services Corporation had already failed to make the $1.5 million payment on the
Down Payment Note, as well as comply with payments on the interest for the $6 million note. Thus,
upon entering into the 1996 Agreement, AIA Services Corporation was already insolvent and
continued to remain insolvent. Idaho Code § 30-1-2 (n) simply defines insolvency as "the inability
of a corporation to pay its debts as they become due in the usual course of its business." This
standard is simple, to the point, and directly applicable. Such insolvency is so apparent in the matter
at hand, that even the plaintiff alleges it throughout its Complaint. Such judicial admissions are
binding on the plaintiff herein.

C.

Plaintiffs' Entire Complaint Is Based upon an Illegal, Unenforceable, and Void
Contract and So Are the Parallel and Correlative Allegations as to Any Duties of Any
Nature Whatsoever Being Owed to Mr. Reed Taylor.
The Idaho Supreme Court has specifically held that all illegal contracts are void and

unenforceable:
The law is well settled, however, that illegal contracts are void and
cannot be enforced. Miller v. Haller, 129 Idaho 345, 351, 924 P.2d
607,613 (1996). A party to an illegal contract cannot ask the Court
to have his illegal objects carried out, as the law will not aid either
party to an illegal agreement.
See Zollinger v. Carol, 137 Idaho 397, 400, 49 P.3d 402,405 (2002).
This attitude toward illegal contracts was reaffirmed as recently as January 22,2009,
in Farrell v. Whiteman, No. 09-12 (Idaho). Because Mr. Reed Taylor's 1995 Agreement and 1996
Agreement violate Idaho Code §§ 30-1-6 and 30-1-46, they are void and unenforceable.
The standing of the 401 (k) Plan to pursue this argument is unassailable as is this
Court's "standing" to address the issue. The Idaho courts feel so strongly concerning such
unenforecability that they even empowerlrequire the Court to address the issue sua sponte:
The parties did not argue the illegality of the agreement until this
appeal. The illegality of a contract, however, can be raised at any
stage in litigation. The Court has the duty to raise the issue of
illegality sua sponte. Morrison v. Young, 136 Idaho 316, 318, 32
P .3d 1116, 1118 (2001); Quiring v. Quiring, 130 Idaho 560, 566, 944
P.2d 695, 701 (1997). Whether a contract is illegal is a question of
law for the court to determine from all the facts and circumstances of
each case. Morrison, 136 Idaho at 318,32 P.3d at 1118; Quiring, 130
Idaho at 566, 944 P.2d at 701 (citing Stearns v. Williams, 72 Idaho
276,283,240 P.2d 833, 840 (1952)). An illegal contract is one that
rests on illegal consideration consisting of any act or forbearance
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which is contrary to law or public policy. Quiring, 130 Idaho at 566,
944 P.2d at 701 (citations omitted). The general rule is that a contract
prohibited by law is illegal and unenforceable. Id.; Williams v. Cant '[
Life &Acc. Co., 100 Idaho 71, 73, 593 P.2d 708, 710 (1979); Whitney
v. Cont'[ Life and Ace. Co., 89 Idaho 96, 105, 403 P.2d 573, 579
(1965). A contract "which is made for the purpose of furthering any
matter or thing prohibited by statute ... is void." Kunz v. Lobo Lodge,
Inc., 133 Idaho 608, 611, 990 P.2d 1219, 1222 (Ct.App.1999)
(quoting Porter v. Canyon County Farmers' Mut. Fire Ins. Co., 45
Idaho 522, 525, 263 P. 632, 633 (1928)). This rule applies on the
ground of public policy to every contract which is founded on a
transaction prohibited by statute. Id. (citing Porter, 45 Idaho at 525,
263 P. 632, 633 (1928) (citations omitted)). The Idaho Court of
Appeals has suggested that "where a statute intends to prohibit an act,
it must be held that its violation is illegal, without regard to the reason
of the inhibition ... or to the ignorance of the parties as to the
prohibiting statute." Id. (quoting 17A Am.Jur.2d Contracts § 251
(1991)).

Trees v. Kersey, 138 Idaho 3, 6-7, 56 P.3d 765, 768-769 (2002) (emphasis added).
Thus, as can be seen by the above language, the Idaho Supreme Court takes a far
broader view as to who is entitled to object to the enforceability of an illegal contract. The Idaho
Supreme Court starts with the premise that an illegal contract is a void contract and, thus, by
definition is unenforceable. If the judge has a "duty" sua sponte to not enforce an illegal contract,
then certainly the 401 (k) Plan, as Intervenor, has the right to voice the same objection, especially
when the 401 (k) Plan holds so many shares of Preferred C stock in AIA Services Corporation. To
my knowledge, there is no Idaho case that narrows this interpretation when it comes to illegal stock
redemption agreements.
The Oregon court's view is in line with that of the Idaho Supreme Court in that it
found that a corporation's purchase of its own stock from a former president when the corporation
was insolvent was illegal, and, therefore, the individual who personally guaranteed the note given
for the stock was entitled to assert illegality as a defense to the claim on the guarantee and illegality
was a complete defense to the claim:
Plaintiffwas the president of Continental Trans-Com, an Oregon
corporation. He was terminated at a special meeting ofthe Board of
Directors of Continental Trans-Com in December, 1976. Following
the termination, an agreement between plaintiff and the company for
the transfer of plaintiffs shares of stock and debentures was
executed. The agreement provided that plaintiff would be paid
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$25,000 in cash and receive a $25,000 promissory note personally
guaranteed by defendant, one of the stockholders and directors of the
corporation. Plaintiffs 480,000 shares of stock and his convertible
debentures were returned to the corporation treasury, and the
debentures were cancelled. Plaintiff was paid $25,000 in cash
pursuant to the agreement. Following a default in payments on the
promissory note, plaintiff instituted this action for the balance due of
$21,000 plus interest.

Field v. Haupert, 647 P.2d 952, 953 (Or. Ct. App. 1982).
As an affirmative defense, the defendant alleged that the transfer agreement
represented a reacquisition by Continental Trans-Com of its own shares and at the time of the
agreement Continental Trans-Com had no umestricted or umeserved earned surplus or capital
surplus which rendered the purchase contrary to Oregon law. The trial court ruled that the illegality
was a complete defense to the claim and then the Appellate court found:
. .. We agree with the trial court that the Continental Trans-Com
purchase agreement was prohibited and that the illegality is a
complete defense to plaintiff s claim.

Id at 954.
The Field v. Haupert, Id, is referenced in the case of McGinley v. Massey, 71 Md.
App. 352, 525 A.2d 1076 (1987) which involved a claim by the sellers of stock against the guarantor
under a stock redemption agreement. The plaintiffs had owned 300 shares of the common stock of
a close corporation organized under the laws of the State of Delaware. They entered into a stock
purchase agreement with the corporation and the president of the corporation (as guarantor), whereby
the corporation agreed to purchase all of the plaintiffs' common stock for $20,000. The agreement
provided that in the event the corporation failed to cure any default within ten days, the entire
outstanding balance would become due and payable by the guarantor. At the time the stock purchase
agreement was executed, the corporation was insolvent. The laws of Maryland and Delaware both
prohibited redemption of stock by a corporation when it was either insolvent or would become
insolvent as a result ofthe redemption.
Shortly after the execution ofthe stock purchase agreement, the corporation defaulted.
The plaintiffs sued the defendant!guarantor for the balance of payments due under the stock purchase
agreement. The trial court entered judgment for the plaintiffs, and the defendant!guarantor appealed.
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On appeal, the defendant/guarantor argued that a) the stock purchase agreement was
illegal and unenforceable as against public policy because it was executed in violation of a statutory
prohibition; and b) since the stock pmchase agreement itself was illegal and unenforceable, his
guarantee of payments was also null, void, and unenforceable.
The Maryland Court of Appeals agreed, noting that, under Maryland Law, "[a]
corporation may not purchase or redeem any of its stock if the corporation is insolvent or the
transaction would cause the corporation to become insolvent." 525 A.2d at 1077. Delaware law
similarly provided that a corporation could not "[p]mchase or redeem its own shares of capital stock
for cash or other property when the capital of the corporation is impaired or when such purchase or
redemption would cause any impairment of the capital of the corporation .... " Id The court
observed that because the corporation was insolvent at the time the stock pmchase agreement was
executed, the agreement violated both the Maryland and the Delaware statutes. Id. at 1078. It then
relied on the general rule that contracts which violate statutes will not be enforced, and when such
contracts are executed by a corporation they are illegal and not merely ultra vires. Id, citing 7A
FLETCHER CYCLOPEDIA OF THE LA W OF PRIVATE CORPORA nONS, §§ 3400, 3580-83 (1978). Then,
being satisfied that the first part of the guarantor's argument was correct, the court turned to the
second part of the defendant/guarantor's argument, that because the underlying stock redemption
agreement was illegal, the guaranty could not be enforced. Id. Noting that "[a] promise of guaranty
... cannot exist without reference to the obligation that it secures," and that '''enforcement [of the
guaranty] would, in large measure, defeat the intention of the legislature or the policy of the law
which declared the [principal] obligation illegal, '" the court held that the guaranty was not separately
enforceable. Id at 1080. This approach by the Court is also applicable to all correlative causes of
action plead by the plaintiff herein, all of which are based upon the 1996 Agreement.
The McGinley court also considered the argument by the plaintiffs that the court
should look at the policy and the persons the statute was intended to protect in determining whether
a contract prohibited by statute is enforceable. The plaintiffs argued that the Maryland statute was
not intended to protect the officers and directors of a corporation, but rather, its stockholders and
creditors. The court was unpersuaded, however, stating "It is the policy of our courts ... not to aid
someone who has entered into an illegal agreement.

[citation omitted.]

Thus, even if the

[defendant/guarantor] is not the intended beneficiary of the statute, it does not follow that the
appellees are entitled to have the illegal agreement enforced in their favor." Id
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In American Heritage Investment Corp. v. Illinois National Bank ofSpringfield, 68
Ill. App.3d 762, 386 N.E.2d 905 (4th Dist. 1979), the plaintiff corporation brought an action seeking
specific perfomlance of a contract for the transfer of corporation stock. The contract provided that
the defendant would transfer to the plaintiff its shares in a life insurance company in exchange for
which the plaintiff would either pay the defendant $750,000 in cash, or transfer 500,000 shares of
the defendant's own stock, or make payment in both shares and cash. In answering the complaint,
the defendant set forth an affirmative defense of an Illinois statute (now 215 ILCS 5/28) which
prohibited a corporation from purchasing its own shares when to do so would impair its capital
structure. The defendant also counterclaimed, seeking a declaration that the contract was illegal to
the extent it required a transfer to it of its own shares. In response to the defendant's counterclaim,
the plaintiff asserted, among other defenses, that the Illinois statute was not applicable and the
defendant's defense was a plea of ultra vires, which could not be raised by the corporation. The trial
court found in favor of the defendant, and the plaintiff appealed.
On appeal, the Illinois Court of Appeals found a sufficient prima facie case showing
that the defendant's capital and surplus accounts were impaired within the meaning of the applicable
Illinois statute had been made. Id. at 764. It further noted that the issue of whether the corporation
could raise the defense of the Illinois statute prohibiting a corporation from purchasing its own
shares when it was insolvent depended on whether the questioned corporate act was merely beyond
the power of the corporation or was illegal because it was "immoral, against public policy, or
expressly prohibited by statute." Id. at 765.
The plaintiff argued that because the defendant's shareholders had been given notice
of a meeting at which the transaction was approved, the shareholders would not be hurt, and there
were no substantial creditors that would be hurt by the capital impairment. Under those conditions,
the plaintiff contended, the court should require specific performance arguing that the purpose of
such a prohibitive statute was to protect the interests of creditors and shareholders, and those
interests would not be damaged by allowing recovery on the debt interest. Id. at 766. The Illinois
Court of Appeals was unpersuaded by the plaintiff's arguments, however, stating: "[W]e consider
the rule of this state to be that such contracts are illegal as against public policy and will not be
enforced. That public policy is to protect the capital structure of a corporation, a cushion for the
benefit of creditors who may exist." Id. at 767, citing 7A Fletcher, CYCLOPEDIA CORPORATIONS,
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§ 3620, at 248-49 (Perm. Ed. 1978). On that basis, the court affirmed the trial court's order. ld at
768.
The law in Idaho is really quite clear; it is absolutely clear that the 1995 statutes
apply; it is also absolutely clear, based upon established facts ofthis case and by the plaintiffs own
pleadings, that AlA Services Corporation was rendered insolvent as a result of the 1995 Agreement
entered into with Mr. Reed Taylor. AlA Services Corporation did not have a sufficient earned
surplus with which to make payment to Mr. Reed Taylor as a direct result of the 1995 Agreement
and then as to the 1996 Agreement.
RELIEF REQUESTED OF THE ABOVE ENTITLED COURT

The 401 (k) Plan, as Intervenor, has a vested interest in the above-entitled litigation
as it might impact AIA Services Corporation and/or AlA Insurance, Inc. In regard to said interest,
the 401(k) Plan does specifically request the above-entitled Court to reconsider its Opinion and
Order entered in the above-entitled matter on or about February 8, 2008, which granted the plaintiff s
Motion for Partial Summary Judgment on the Promissory Note. The 401 (k) Plan also requests that
the Intervenor's Motion for Partial Summary Judgment be granted on the basis that the 1995
Agreement and 1996 Agreement are illegal and unenforceable as are all correlative causes of action
as against AlA Services Corporation and AlA Insurance, Inc., and that this matter be dismissed in
its entirety as it might impact AIA Services Corporation and or AlA Insurance, Inc.
1.

First Cause of Action - Breaches of Contract

This cause of action should be dismissed in its entirety due to the above Statement
of Facts and Legal Argument.
2.

Second Cause of Action - Fraudulent Transfers/conveyances

Insofar as this cause of action impacts AlA Services Corporation and AlA Insurance,
Inc., it should be dismissed in its entirety because it contemplates fraudulent transfers or conveyances
under Idaho Code § 55-901, et seq. and/or the common law doctrine of Fraudulent Transfers/
Conveyances, any of which only have applicability if the cause of action against AIA Services
Corporation or AlA Insurance, Inc. is lawful and enforceable, which it is not.
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3.

Third Cause of Action - Misrepresentations/fraud
In said cause of action, plaintiff makes reference to specific paragraphs, all of which

allege and contemplate an enforceable legal stock redemption agreement, and due to the fact that the
applicable 1995 Agreement and 1996 Agreement are unlawful, illegal, and unenforceable, said cause
of action should be dismissed in its entirety.

4.

Fourth Cause of Action - Conversion
Such cause of action alleges and contemplates that the 1995 Agreement and 1996

Agreement are lawful and due to the fact that such agreements are unlawful, illegal, and
unenforceable, said cause of action should be dismissed in its entirety.

5.

Fifth Cause of Action - Alter Ego/piercing Corporate Vail (Sic)
Such cause of action alleges and contemplates that the 1995 Agreement and 1996

Agreement are lawful and due to the fact that such agreements are unlawful, illegal, and
unenforceable, said cause of action should be dismissed in its entirety.

6.

Sixth Cause of Action - Constructive Trust
Such cause of action alleges and contemplates that the 1995 Agreement and 1996

Agreement are lawful and due to the fact that such agreements are unlawful, illegal, and
unenforceable, said cause of action should be dismissed in its entirety.

7.

Seventh Cause of Action - Director Liability
Such cause of action alleges and contemplates that the 1995 Agreement and 1996

Agreement are lawful and due to the fact that such agreements are unlawful, illegal, and
unenforceable, said cause of action should be dismissed in its entirety.

8.

Eighth Cause of Action - Specific Performance
Such cause of action alleges and contemplates that the 1995 Agreement and 1996

Agreement are lawful and due to the fact that such agreements are unlawful, illegal, and
unenforceable, said cause of action should be dismissed in its entirety.

9.

Ninth Cause of Action - Breach of Fiduciary Duties
Such cause of action alleges and contemplates that the 1995 Agreement and 1996

Agreement are lawful and due to the fact that such agreements are unlawful, illegal, and
unenforceable, said cause of action should be dismissed in its entirety.
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10.

Tenth Cause of Action - Breach of Implied Covenants of Good Faith and Fair Dealing
Such cause of action alleges and contemplates that the 1995 Agreement and 1996

Agreement are lawful and due to the fact that such agreements are unlawful, illegal, and
unenforceable, said cause of action should be dismissed in its entirety.

11.

Eleventh Cause of Action - Civil Conspiracy
Such cause of action alleges and contemplates that the 1995 Agreement and 1996

Agreement are lawful and due to the fact that such agreements are unlawful, illegal, and
unenforceable, said cause of action should be dismissed in its entirety.

CONCLUSION
The 1995 statutes which apply, and are discussed above, are not simply some old law
pulled from a dusty book. There are similar statutes in the law books today throughout the nation.
There is a purity of intent to the 1995 statutes.
The statutes are reflective of a public policy.
The statutes are an effort to protect the public policy against an individual with
majority shares, control, and influence in a corporation from leveraging that position of power and
control into a contractual obligation for the company that is simply not sustainable.
This concept goes to the very economic fabric of our society. When one individual
or a limited number of individuals are allowed to subjugate a company into an economic abyss, it
prevents that company from surviving financially. This has a direct impact upon the remaining
shareholders, creditors, employees, and other businesses that rely upon that company's financial
sustainability, for whatever purposes. The financial sustainability of the company allows many
people to earn an income which in turn allows them to put food on the table for their families.
What Mr. Reed Taylor has done in this matter tears at the economic fabric that
allowed AlA Services Corporation to maintain and survive, and thus tears at the economic fabric of
how our business society operates and moves forward. The intent of the 1995 statute is to prevent
exactly what has occurred herein.
This is one of the reasons that the Idaho Supreme Court, as have other Supreme
Courts, has insisted that if someone is attempting to enforce an illegal contract that anyone, even the
Trial Court itself, can and should prevent said individual from trying to enforce such an illegal
contract.
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The legislature can enact statutes to protect the public policy but it is incumbent upon
the courts to safeguard that public policy.
RESPECTFULLY SUBMITTED on this _ _ day of February, 2009.

Charles A. Brown
Attorney for Intervenor, 401(k) Profit Sharing
Plan for the AlA Services Corporation
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mailed by regular first class mail, and deposited
in the United States Post Office to:
sent by facsimile to:
sent by facsimile and mailed by regular first
class mail, deposited in the United States Post
Office to:
sent by Federal Express, overnight delivery
hand delivered to:
Emailed to: rod@scblegaI.com

Roderick C. Bond, Esq. @ 746-8421
Ned A. Cannon, Esq.
Smith, Cannon & Bond, PLLC
508 Eighth Street
Lewiston, ID 83501

mailed by regular first class mail, and
deposited in the United States Post Office to:
sent by facsimile to:
sent by facsimile and mailed by regular first
class mail, deposited in the United States Post
Office to:
sent by Federal Express, overnight delivery
hand delivered to:
Emailed to: mbisselI@cbklawyers.com

Michael S. Bissell, Esq. @ 509-455-71 11
Campbell, Bissell & Kirby, PLLC
416 Symons Building
7 South Howard Street
Spokane, W A 99201

mailed by regular first class mail, and deposited
in the United States Post Office to:
sent by facsimile to:
sent by facsimile and mailed by regular first
class mail, deposited in the United States Post
Office to:
sent by Federal Express, overnight delivery to:
hand delivered to:
Emailed to: mmcnichols@clbnnc.com

Michael E. McNichols, Esq. @ 746-0753
Bentley G. Stromberg, Esq.
Clements, Brown & McNichols, P.A.
321 13th Street
P.O. Box 1510
Lewiston, ID 83501

mailed by regular first class mail, and deposited
in the United States Post Office to:
sent by facsimile to:
sent by facsimile and mailed by regular first
class mail, deposited in the United States Post
Office to:
sent by Federal Express, overnight delivery
hand delivered to:
Emailed to: GBabbitt@hawleytroxelI.com &
jash@hteh.com

Gary D. Babbitt, Esq. @ 208-342-3829
D. John Ashby, Esq.
Hawley Troxell Ennis & Hawley LLP
877 Main Street, Suite 1000
P.O. Box 1617
Boise, ID 83701-1617
[Attol11eys for Defendants AlA Services
Corporation, AIA Insurance, Inc., and CropUSA
Insurance Agency]

[Attorneys for Plaintiff]

[Attol11eys for Plaintiff]

[Attol11eys for Defendant R John Taylor]
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mailed by regular fIrst class mail, and deposited
in the United States Post Office to:
sent by facsimile to:
sent by facsimile and mailed by regular fIrst
class mail, deposited in the United States Post
Office to:
sent by Federal Express, overnight delivelY
hand delivered to:
Emailed to: jjg@quarles.com &
charper@quarles.com

James J. Gatziolis, Esq. @312-715-5155
Charles E. Harper, Esq.
Quarles & Brady LLP
Citigroup Center, Suite 3700
500 West Madison Street
Chicago, IL 60661-2511
[Attorneys for Defendant CropUSA Insurance
Agency]

mailed by regular fIrst class mail, and deposited
in the United States Post Office to:
sent by facsimile to:
sent by facsimile and mailed by regular fIrst
class mail, deposited in the United States Post
Office to:
sent by Federal Express, overnight delivery
hand delivered to:
Emailed to: david@gittinslaw.com

David A. Gittins, Esq. @ 758-3576
Law Office of David A. Gittins
843 Seventh Street
P.O. Box 191
Clarkston, W A 99403

mailed by regular fIrst class mail, and deposited
in the United States Post OffIce to:
sent by facsimile to:
sent by facsimile and mailed by regular first
class mail, deposited in the United States Post
Office to:
sent by Federal Express, overnight delivery
hand delivered to:
Emailed to: David@rbcox.com

David R. Risley, Esq. @ 743-1266
Randall, Blake & Cox, PLLC
1106 Idaho Street
P.O. Box 446
Lewiston, ID 83501

[Attorney for Defendants Duclos & Freeman]

[Attorney for Defendants Connie Taylor & James
and Corrine Beck]

on this _ _ day of February, 2009.
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AlA SERVICES CORPORATION
BOARD OF DIRECTORS MEETING
Minneapolis, Minnesota
october 25, 1996

A meeting of the Board of Directors of AlA Services corporation was
held, pursuant to notice, on October 25, 1996, John Taylor, called
the meeting to order at 8:12 a.m. CDT.
Roll call was taken and the following Directors were present:
R. John Taylor
Bruce Sweeney
Al Cooper
Michael Cashman
James Beck
David Larson
others in attendance were:
Daniel L. Spickler
Ernie Dantini
John Taylor advised the board Cumer Green had resigned and that
Donna Taylor had appointed Reed Taylor as her representative on the
board until the next annual meeting.
He then introduced Ernie
Dantini as an observer at this meeting representing Reed Taylor.
The first order of business to come before the Board was approval
There was a motion
of the minutes for the May 7, 1996, meeting.
and second to approve the minutes as presented.
The motion passed
unanimously.
Financials for the first nine months of 1996 for all operating
companies were discussed. There was a motion and second to approve
the treasurer's report. The motion passed unanimously.
Mike Cashman questioned whether the letter to the Preferred
Shareholders had been prepared regarding the Campanaro transaction.
Cashman asked that outside counsel prepare an advisory memo to the
board regarding the duty, if any, of disclosure to the Preferred
Shareholders.
Dan Spickler explained the resolution regarding dissolution of the
ASOP Plan.
After proper motion and second, it was unanimously
approved to dissolve the ASOP Plan effective November 2, 1996.
Ray Heilman delivered the marketing report.
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John Taylor discussed ongoing projects in development with Rain &
Hail, Production Credit and NASE.
Al Cooper asked that the outside directors meet in executive
session. In-house directors and all other individuals were excused
from the room at 9~4B. The meeting reconvened at 11:20.
The directors conducted a general discussion of the current state
of affairs of the corporation and specified that three· major
problems needed to be solved: 1) rehabilitation of Universe Life;
2) satisfaction of debt to Reed Taylor and Donna Taylor; and 3)
infusion of capital. The directors requested John Taylor to focus
on these three priorities and to report on a regular basis to Mike
Cashman, who would act as a liaison to outside directors.
There being no further business, the meeting was adjourned at 12.: 40
p.m.

~K~
Daniel L. spickler, Secretary
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